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PREFACE TO THE FIRST EDITION. 


ri'^HE nature of the topics discussed in the following 
pjiges is sufficiently indicated in the introductory 
chapter, and a lengthy preface is therefore unnecessary. 
The abstract discussion of methods may appear to some 
to have mainly an academic interest, since it docs not 
directly extend our knowledge of economic phenomena. 
Whilst, however, we ought to be upon our guard 
against allowing any such discussion to obscure the 
greater importance of actual economic investigations, 
the subject is one to which all students of economics 
must necessarily give some attention du the course of 
their reading, and its indirect bearing on the solution 
of practical economic questions is very far indeed 
from being without importance. Unfortunately almost 
every*problem connected with the scope and method of 
political economy has given rise to conflict of opinion; 
and the resulting controversies have sometimes been 
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very bitter. Those readers, therefore, who already 
have any acquaintance with the literature of economic 
method, will be prepared to find that several of the 
chapters are more or less controvei-sial in character. 
At the same time, I have endeavoured to avoid the 
tone of a partisan, and have sought, in the treatment 
of disputed questions, to represent both sides without 
prejudice. Whilst making no attempt to bring about a 
complete reconciliation between opposing views, I have 
been able to shew that the nature of the opposition 
between them has sometimes been misundei'Stood, and 
its extent consequently exaggerated. 

Since the scope and method of a science can never 
be satisfactorily discu.ssed at the commencement of 
its study, some knowledge of political economy in its 
general outlines is presupposed. As far as possible, 
however, illustrations of a fairly simple and familiar 
kind have been chosen. A good many illustrations 
that were included in the first draft of the book have 
been omitted, partly because they would have occupied 
too much space if given with any completeness, and 
partly in order to avoid points of controversy not 
essentially connected with the subject immediately 
under discussion. A certain amount of repetition has 
resulted from the frequent necessity of treating the 
same problem from more than one point of view, and 
fk’om the fact that the different questions to which the 
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consideration of economic metliod gives rise are in so 
many ways connected one with anotlier. 1 have not 
hesitated to repeat the same thing several times in 
ditierent connexions, if clearness seemed to be gained 
thereby. 

By means of quotations and references I have 
endeavoured to make clear luy indebtedness to other 
writers; and it is, therefore, for the most part un¬ 
necessary to specify here the various sources from 
which I have derived assistance. To the works both 
^f Professor Marshall and Professor Sidgwick, however, 
I am indebted in ways that it is impossible to identify 
and separately indicate. I am further under obligation 
to Professor Marshall, and also to Mrs Marshall, Mr 
W. E. Johnson, and Professor Nicholson, for their 
great kindness in reading the proof-sheets of the book 
while it has been passing through the press. Their 
criticisms and suggestions have been most valuable, 
and have enabled me in many ways to improve my 
treatment of the subject. 

J. N. KEYNES. 

✓ 


6» Hxuvzt Hoxv^ Cam9B1ik4r, 
12 December 1890 . 
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THE SCOPE AND METHOD OF 
POLITICAL ECONOMY. 


CHAPTER I. 


INTRODUCTORY. 


§ 1. Nature and importance of iAc enquiry into the 
scope and method of political economy .—In the terms 
economy and economic there is an ambiguity that 
underlies much of the current confusion as to the 
nature of political economy. Any line of action is 
commonly termed ecojiomic when it attains its end with 
the least possible expenditure of money, time, and 
effort; and by economy is meant the employment of 
our resources with prudence and discretion, so that we 
may derive from them the maximum net return of 
utility. 

But the words we also used in a sense not implying 
any.specially reasonable adaptation of means to ends; 


K. 
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and in works on political economy the term econo7nio is 
generally employed simply as an adjective correspond¬ 
ing to the substantive wealth. By an economic fact, 

accordingly, is understood any fact relating to the 

0 

phenomena of wealth. By economic activities . are 
meant those human activities that direct themselves 

' 

towards the creation, appropriation, and accumulation 
of wealth; and by economic customs and institutions, 
the customs and institutions of human society in re¬ 
gard to wealth. 

Political economy or economics is a body of doctrine 
relating to economic phenomena in the above sense; 
and the purpose of the following pages is to discuss the 
character aud scope of this doctrine, and the logical 
method appropriate to its development. In seeking to 
define the scope of any department of study, the object 
in view is primarily to detormiue the distinguish¬ 
ing features of the phenomena with which it deals, 
and the kind of knowledge that it seeks concerning 
these phenomeiia. The enquiry also involves an ex¬ 
amination of the relations between the study in 
que,stion and cognate branches of study. In passing 
to the consideration of meOtod, we are dealing with 
a branch of applied logic, the object being to deter¬ 
mine the nature of the logical processes specially 
appropriate to the study—that is, the methods of^' 
investigation and proof of which it can avail itselfrr— 
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and the logical cbai'actev of its conclueionH as affected 
thereby. 

The discussion that follows belongs, then, to what 
may be called the philosophy or logic of political 
economy, and doe.s not directly advance our knowledge 
of economic phenomena themselves. For this reason, 
a certain impatience is sometimes felt when any such 

discussion is proposed. What we want, it is said, is 

/ 

not any more talk about method, but rather useful 
applications of the right method; let us increase our 
actual stock of economic truths, instead of indulging 
in barren disputes about the way in which economic 
truths are to be attained. To this objection the logi¬ 
cian might reply that the enquiry has at any rate 
a logical, even if it has not an economic, significance. 
But it has also an economic significance. A moment’s 
consideration will shew that, from the point of view of 
political economy itself, it is of material importance 
that its scope and method should be rightly under¬ 
stood. 

There is, to begin with, a widely current confusion 
as to the nature of economic laws; and for this reason 
amongst others, it is imperative that the economist 
should seek to define as accurately as possible the 
nature and limits of bis sphere of enquiiy. There 
should be no vagueness on the question whether 
political economy is concerned with the actual or the 
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ideal, whether it treats merely of what is, or asks 
furthor what ought to be, laying down rules for the 
attainment of those ends that it pronounces desirable. 
Even if theoretical and practical enquiries are both 
to be included within its scope, still the distinction be- 

4 

tween the two, and their mutual relations, need to be 
clearly and unambiguously set forth. Misunderstanding 
on these points has led to a misunderstanding of econo¬ 
mic truths themselves, and has consequently impaired 
the influence and authority of economic science. 

Next as to method, it is said that instead of arguing 
about what method of investigation is the right one, 
it is better to exemplify the right method by employ¬ 
ing it in the actual attainment of new economic truths. 
But are we then to beg the question of its rightness? 
In the long run, time caimot but be saved by making 
a preliminary study of the imstruments of investigation 
to be used, the proper way of using them, and the 
kind of results that they are capable of yielding. 
P’or in so far as methods of reasoning are employed 
w'ithout due regard to the conditions of their validity, 
the results gained must likewise be of uncertain va¬ 
lidity, and the progress of economic knowledge, instead 
of being advanced, will be retarded. 

The process, moreover, whereby a conclusion is' 
reached affects its character and value, and the quali¬ 
fications and limitations subject to which it is to be 
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accepted. If it is purely empiricai, then it will be 
established only with a more or less high degree of 
probability, and it cannot be oxtended far beyond 
the range of space or time ovqf which the instances 
on which it is based were collectecL If, on the other 
hand, it is obtained deductively, then it is hy|>o- 
thctical until it has been detorinined how far, arid 
under what conditions, the assumptions on which 
it rests are realised in tact. It has been plausibly 
argued that Ricardo’s chief weakiu;B.s was that he 
did not clearly appreciate the true nature of his 
own method. At any rate he did not, in interpret¬ 
ing his results, take the precautions necessary to 
provide against misconception on the part of iriany 
of his readers. 

It is true that it is one thing to establish the 
right method for building up a science, and quite 
another thing to succeed in building it up. It is 
also true, as the Austrian economist Menger has 
remarked, that sciences have been created and re¬ 
volutionized by those who have not stopped to 
analyse their own method of enquiry. Still their 
success must be attributed to their having employed 
the right method, even if they have employed it 
unconsciously or without going out of their way to 
characterize it. Their method must, moreover, be 
subjected to careful analysis before the value of 
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their contributaons to the science can be properly 
estimated. 

Economics is not in any way peculiar in re¬ 
quiring that its method should be discussed. The 
iQgic of otiier sciences is, however, for the most part 
sufficiently dealt with in general works on logic or 
methodology. There are special reasons, partly to be 
found in the nature of the subject itself, and partly 
due to extrinsic causes, why the logic of political 
economy needs a more detailed consideration. 

In the first place, economic science deals with 
phenomena that are more complex and less uniform 
than those with which the natural sciences are con¬ 
cerned ; and its conclusions, except in their most 
abstract form, lack both the certainty and the uni¬ 
versality that pertain to physical laws. There is a cor¬ 
responding difficulty in i-egtu^ to the proper method 
of economic study; aud the problem of defining the 
conditions and limits of the validity of economic 
reasonings becomes one of exceptional complexity. It 
is, moreover, impossible to establish the right of any 
ope method to hold the field to the exclusion of others. 
Different methods are appropriate, according to the 
materials available, tbe stage of investigation reached, 
and the object in view; and hence arises the speoiol 
tack of assigning to each its legitimate place and 
itolitive importanhe. 
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Another reason for discussing the true principles 
of economic method in some detail is that fallacious 
reasonings are more common in political economy 
than in most other studies. This is due only in 
part to the difficulty and complexity of the subject- 
matter with which the science is concerned. It 
deals with phenomena which, while encompassed with 
difficulties, are matters of every-day observation; and 
il has few technical terras that are not aUu terms of 
every-day discourse. A not unnatural consequence is 
that people think themselves competent to reason 
about economic problems, however complex, without 
any such preparatory scientific training as would be 
universally considered essential in other departments 
of enquiry. This temptation to discuss economic 
questions without adequate scientific preparation is 
all the greater, because economic conditions exert so 
powerful an influence upon men’s material interests. 
“ Few men,” says General Walker, "are presumptuous 
enough to dispute with the chemist or mechanician 
upon points connected with the studies and labours of 
his life; but almost any man who can read and write 
feels himself at liberty to form and maintain opinions 
of bis own upon trade and money. The economic 
literature of every succoedipg year embraces works 
o(»kceived in the true scientific spirit, and works ex- 
llibitiiig the most vulgar ignorance of economic hjstory, 
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and tlio most flagrant contempt for the conditions of 
economic investigation. It is much as if astrology 
were being pursued side by side with astronomy, 
or alchemy with chemistry." Broadly speaking, the 
general tendency of popular economics is towaixls rash 
geueralirAtioDs and fallacious arguments poet /me ergo 
propter hoc. This is fiequently combined with an 
imperfect analysis of fundamental conceptions, leading 
to confusion of thought and the selection of false 
propositions ns self-evident postulates; and whore 
deductive reasoning is employed, its results are often 
applied without regard to the couditious requisite for 
their valid application. 

To this it must be added that the sharp distinctions 
drawn by opposing schools, and their narrow dc^iatism, 
have unnecessarily complicated the whole problem. Tiio 
subject has become involved in heated controversies, 
that have not only made it wearisome to unprejudiced 
persons, but have also done injury to the credit of 
political economy itself. Outsiders are naturally 
suspicious of a science, in the treatment of which 
a new departure is so often and so loudly proclaimed 
essential. So far, it may be inferred, from economists 
having made progress in their science, they cannot 
even agree how to set jabout their work. 

The besetting fallacy of writers on economic method 
ha» been jui^ly uud to be the fallacy of exdusiveneas. 
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A single aspect or department of economic study is 
tUone kept in view, and the method appropriate thereto 
aggrandized, while other methods, of equal importance 
in their proper place, are neglected or even explicitly 
rejected. Hence the disputants (»n both sides, while 
right positively, are wrong negatively. Their criticisms 
on rejected methods are, moreover, too often based on 
misapprehension or misrepresentation. Methods are 
attacked for not doing what those who advocate their use 
have never imagined they could do; and the qualifica¬ 
tions and limitations, with which each side expounds its 
own method, are overlooked by the other side. Thus 
combined with the fallacy of exclusiveness, or rather 
in consequence of it, there is’ in these controversies 
a remarkable prevalence of ignoraiio elencki. In the 
following pages an attempt will be made to do 
justice to all the different instruments of investigation 
of which the economist can avail himself, while 
attention will also be drawn to the limitations to 
which each in turn is subject. 

§ 2. The collection of polUical economy ae a 
positive, abstract, and deductive science .—The main 
points involved in controvereies about economic method 
may be indicated in outline by briefly contrasting 
two broadly distinguished schools, one of which de¬ 
scribes political economy as positive, abstract, and 
(IMuctive, while the other describes it as ethical, 
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realistic, and inductive. It should be distinctly un¬ 
derstood that this sharp contrast is not to be found 
in the actual economic writings of the best economists 
of either school In ^ho methods that they employ— 
when they aie really discussing the same problems— 
there ih to a gieat extent substantial agreement. 
They differ, however, in the relative importance that 
they attach to different aspects of their work; and 
in their foimal statements about method these differ¬ 
ences become exaggeiated 

The question of the right method of economic 
enquiry was not as such discussed by Adam Smith, 
and his views on the subject have, therefore, to be 
gathered firom his way of dealing with actual economic 
problems. As a matter of fact, the support of his 
authority has been claimed on behalf of both the schools 
above referred to. It has been said of him that he first 
raised political economy to the dignity of a deductive 
science. But he has also been regarded as the founder 
of the historical method in political economy. 

The reason for this apparent contradiction is not iar 
to seek. It is to be found in Adam Smith's freedom 
Ikim excess on the side either of d pnori or of d 
pottffrion reasoning. He rejected no method of enquiry 
that could in any way assist him in investigating the 
jplienomeDa of wealth. For argument cw illustration 
bf bad reooune, as the occasion might arise, either 
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to elementary facta of human nature, or to complex 
facte of industrial life. He believed in a “ natural ” 
order of events, which might be deduced d priori from 
general oonsiderations; but he punstantly checked his 
results by appeals to the actual course of history. He 
worked up from abstractions to the complex realities 
of the economic world in which he lived. Thus, if 
on deductive grounds he lays down a doctrine of the 
tendency of wages to equality, he combines it with an 
inductive enquiry into the causes that check or restrict 
the operation of this tendency. If he sets forth the 
" natural ” progress of opulence, he enters also upon an 
historical investigation of what the actual progress of 
opulence has been. If he condemns the doctrine of 
protection to native industry mainly on abstract 
grounds, he enforces his views with concrete illustra¬ 
tions and arguments in the greatest variety. 

As regards the inductive tendencies noticeable in 
A<|ain Smith, his successor is to be found in Malthus; 
for the continuation and development of the abstract 
deductive tendencies we turn to Ricardo. Su}>8equent 
economists of the English school assimilated what was 
most characteristic in both these writers; but it 
Ricaido, rather than Malthus, who gave to their work, 
a distinctive tone, particularly in their apecihe analysis 
of the method to be pursued. 

Senior and J. S. Mill were the earliest English 
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ocouomists who de6nitcly formulated principles of 
ocouoniic method. Senior’s views are contained in his 
intruductory lectures before the University of Oxford, 
and in his treatise ,on Polit/ical Eoononnj', Mill’s 
views are to be found in his Essays on some Unsettled 
Questions of Political Economy, and in the sixth book 
of his Logic. The problem is discussed in more detail 
by Cannes in his Cftaracter and Logical Method of 
PoliticaX Economy, a work of admirable lucidity, winch 
has long been considered the authoritative text-book of 
English political economy, so far as concerns its logic. 
Bagehot’s essays on the postulates of English political 
economy and on the preliminaries of political economy, 
published in his Economic Studies, have aUo in some 
respects a representative character. 

There are minor differences in the principles laid 
down by these four writer's respectively, but funda¬ 
mentally they are in agreement in regarding political 
economy as a science that is in its scope positive^as 
distinguished from ethical or practical, and in its 
method abstract and deductive. The following is a 
very brief summary of their characteristic doctrinea 

In the first place, a sharp line of distinction is 
drawn between political economy itself and its appli¬ 
cations to practice. The function of political economy 
is to investigate facts and discover truths about 
them, not to prescribe rules of life. Economic laws 
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are theorems of fact, not practical precepts. Political 
economy is, in other words, a science, not an aft or a 
department of ethical enquiry. It is described as 
standing neutral between comjpeting social schemes. 
It furnishes information as to the probable con¬ 
sequences of given lines of action, but does not itself 
pass moral judgments, or pronounce what ought or 
what ought not to be. At the same time, the greatest 
value is attached to the practical applications of 
economic science; and it is agreed that the economist 
ought himself to turn his attention to them—not, 
however, in his character as a pure economist, but 
rather as a social philosopher, who, because he is an 
economist, is in possession of the necessary theoretical 
knowledge. It is held that if this distinction is drawn, 
the social and ethical assets of practical problems— 
which may be of vital importance—are less likely to 
be overlooked or subordinated. ^ 

As to its position amongst the sciences, political 

% 

economy is not regarded as inseparably bound up with 
social philosophy in general. Economic facts are, it is 
allowed, influenced by social facts of very various kinds, 
and in their turn influence them; b\it it is neverthe¬ 
less held to be possible up to a certain point to isolate 
tbe study of the phenomena of wealth from the study 
of other phenomena of society. Such isolatkm is^ 
ifideed, sfud tp be necessitated by the requirements of 
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acioDPo, which always proceeds by analysing concrete 
phenomena, so as to deal separately with their differ¬ 
ent aspects and the different elements of which they 
are oon)].K>sed. Economic science constitutes, therefore, 
a distinct, though not entirely independent, depart' 
ment of sociological speculation. 

Passing to the means whereby the tinths of tho 
science are to be reached, it is held that on account 
of the variety and complexity of tho influences to 
which economic phenomena are subject, the method of 
specific experience or direct induction is inadequate to 
yield more than empirical generalizations of uncertain 
validity. Experiment is, moreover, a resource from 
which the economist is debarred. It follows that 
we ought not to take as our starting point the 
analysis of concrete industriaT facts. The right method 
of procedure is, on tho contrary, deductive, or, as Mill 
puts it, tlfpriori. The ultimate premisses upon wHich 
tho deductive science is based are, moreover, limited in 
number, so that the more important of them admit of 
precise enunciation at the outset For while the cii'- 
cumstances helping in some degree to mould eoonomio 
phenomena are indefinitely numerous, there are a few 
whose influence is predominant, (ar outweighing timt of 
all the rest These predominating circumstances con- 
of a fev simple and indisputable facts of human 
hature-*-aS).&>r «eample, that in their economic deatinga 
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men are influenced by the desire for wealth—taken 
in connexion with the physical properties of the soil, 
and man’s physiolo^cat constitution’. 

Political economy is accordingly spoken of as, in the 
main, an abstract science. For in basing its conclusions 
on a limited number of fundamental assumptions, it 
has to leave out of account many circumstances, which 
are of importance*in individual cases, but are never¬ 
theless unimportant when instances are taken in the 
moss. That other motives besides the dosire for wealth 
do operate on various occasions in determining men’s 
economic activities is recognised. They are, however, 
to be neglected—at any rate in the first instance 
—since thoir influence is irregular, uncertain, and 


I There U, however, some difleieooa of view ah to the extent h) 
whioh the ApplicAtion of the resulting dooirines needs limilAtion. 
Begehot regards the dootrines of English political economy as not 
applicable to all states of society, but only to those in which com* 
meroe has largely developed, and iu particular taken t)ic form of 
development whioh we find in England at the present time. The 
relativity of ecsonomio investigations is also indicated Incidentally by 
Caimee. Senior, on the other hand, remades that those conclusions 
which relate to the nature sad the production of wealth are cnivcrsally 
true; and although those whioh relate to the distribution of \iealth 
are Hable to be aifeoted by tlie particular institutions of particular 
oonntaies, still the natural state of things can be laid down as the 
general rule, and the anomalies produced by particular disturbing 
causes afterwards aocounted for* In other words, while Bagehot 
regiuds the premisses of political economy as relating only to the 
eoohomio habits and institatioui of a particular age and country, 
Senior regards them as natural,” and, with slight qualifioatius, as 
iubpesdent of age and country. « 
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capricious. On these 
abstraction, whereby the science takes as its principal 
subject-matter an “economic man,” whose activities 
are determined solely^by the desire for wealth, is both 
legitimate and necessaiy; and, in further justification 
thereof, an analogy is drawn from mathematics and 
phybics, which are said to be based upon corresponding 
abstractions \ 

On similar grounds, the science is spoken of by 
Idill and Caimes as hypothetical For inasmuch as its 
premisses do not exhaust all the causes affecting the 
result, its laws are only true hypothetically, that is, 
in the absence of counteracting agencies. The same 
point is expressed by saying that political economy is 
a science of tendencies only, not of matters of fact, its 
object being to work out and ascertain the result of 
certain great forces, as if these alone operated, and 
nothing else exerted any modifying in^luence^ 

Senior sums up his views in the dictum that poli¬ 
tical economy “depends more on reasoning than on 

1 Mill aod Bag^hot Bpeeially insist npoo tbe high dt^ine of ah- 
atraotion lavolvsd in eoonoimo reasonings. Bagehot more th^ onoe 
repeats tbst *' English political econtRmsts are not speaking of real 
men, but of itnagina^ ones; not of men as we see them, but of men 
as it is ooDvecient to na to suppoM they are ” (Eeonomie 8tudie$, p. 6). 

> Senior, while afflimiog that the oonolasions of pobtieal eooaomy 
an tnu only in the absanos of distorbing oausaa, atill eaUs it a poai- 
tira, as dietiogulsW from a hypothetioal, seieaee. By this h« aeani 
that its pnalHMf are sot arbitnrily assomed. 


grounds, it is argued that the 
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obeerv&tdoa" Mill, Cairoes, and Bagehot, however, all 
insist that the Appeal to observation and experience 
inpst come in, before the hypothetical laws of the 
science can be applic<l to the interprotatiou and expla* 
nation of ooncietc indubtiiai facts. For it then has to 
be ascertained how far, as regards tho particular cases 
under consideration, allowance needs to be mad# for 
the operation of disturbing causes—that U, fur the 
peculiar modifications introduced by the minor in¬ 
fluences atfeoting economic phenomena. Comparison 
with observed facts provides a tost for couciustuns 
deductively obtained, and enables the limits of thoii 
application to be determined. Accordingly, while the 
method of specific cxpeneuce is regarded as altogether 

inefficacious for the discovery of eoouumio laws, and 

% 0 

as incapable of affording independent proof of their 
validity, it is uevertheless considered to form an indis¬ 
pensable supplement to the deductive reasoning that 
constitutes the framework of the science. 

The above doctrines df ecoiinmic method, which are 
those ex|^icitly formulated by the writers referred to, 
need to be interpreted and in some respect# qualified 
% reference to tl^ actual economic writings. 

ftem an examination of the latter, we seek to 
their views on method, we find that their pum* 
not ]»eouely correspond wi^ their thet^i 
atfl w« are lad to ^ oMiolueion ^lat/jm^ed hy dMir 
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owfi writingii, they utate their doctiines on method m 
too ahHolute a maDaer, in, particular exaggerating the 
abstractness of political economy taken as a whole. 
They also speak as the science had reached the 
deductive stagu in a more definitive manner than is 
apparent from their own way of dealing with economic 
problems. 

In treating of the production of wealth, for 
example, as is pointed out by Professor Sidgwick, 
Mill and other economists of his school have always., 
employed an inductive and analytical method, the de¬ 
ductive element in their reasonings being in this part 
of their subject essentially subordinate. Mill is even 
more distinctly an inductive economist in his elaborate 
discussion of peasant proprietorship in its economic 
aspects. There is no doubt a deductive element, based 
on psychological data, in his argument as to the effect 
of ownership on the cultivator’s industry and energy. 
Bu1i> even on this point he brings a considerable amount 
of d postttrwn evidence to bear; and his general argu¬ 
ment depends mainly on an inductive and coihparative 
iny^ti^tion of the actual working of peasant pro¬ 
prietorship in France, Switzerland, ahd othei' oountriitt, 
in which the operation of the system can be observed 
# eonskleimble scale. Oaimes, again, in bis woric 
Skaiitf where he analyses the general, 

'^ahnofnie ahwagterintjcs of slave labour, estabHahes eonxe 
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important economic doctrines by a careful inductive 
study of facts, comparatively little use being made of 
deductive resisoiiing. 

It is true that the general theory of distribution and 
exchange, expounded by the school of Mill, is based 
on reasoning of an abstract character; but even here 
the writers, to whom reference has boon made, tend to 
exaggerate the characteristics of their own method. 
They do not hold themselves aloof from the concrete 
srealities of the actual economic world to anything like 
the extent that their description of the science would 
lead their readers to anticipate; and it is very far 
&om the truth to say that their doctrines are wholly 
constructed out of a few elementary laws of human 
nature. At all events, in order to establish their 
consistency, a large portion of their best economic 
work must be regarded as concerned with the practical 
modifications oj^ the truths of political economy, rather 
than with those truths themselves. 

The contrast is specially inai-ked between Hill’s 
theory of method as contained in the Essays, and his 
practice as manifested in Principles. In the former, 
conception of the ** economic man ” occupies a 


posirion of central and albpervadiog importance; in 
the latter, it plays a much humbler part. Moreover. 


• in his Prindjolet of PoUUctfl Economy, Mill nrowodAy 
toeate, not merely of these principles themselves'but 
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also of “some of their applications to social philosopb;^.'* 
He states in his pre&ce that while he desire to give 
on exposition of the abstract doctrines of political 
^economy, be also desh'es to give something more than 
this; his object is to include “ a much wider range of 
ideas and of topics, than arc included in political 
economy, considered as a branch of abstract specula¬ 
tion," Moral and social considerations, in the widest 
sense, receive accordingly their due share of attention; 
and it would be difficult to find a better instance of ai:^ 
ethical treatment of economic ^roblenu than is con¬ 
tained in the chapter onthe probable future of the 
labouring classes." 

§ 3. The conception of political economy ae an 
ethical^ realieUc, and inductive ecienec. —^The emphasis 
with which the earlier systematic writers on economic 
me^od, especially in England, dwelt upon the abatr^t 


side of poUUcal economy led to a reaction, which took 
its rise in Germany, and is especially connected with 
the namee of Boscher, Hildebrancl, and Knies. The 
two schools, time broadly distinguished,^are 'Am^times 
spoken of as the English ai^ the Germto re^ieo^ve^ 
deaigaatioBB have the merit of brevity ^ 

S /tfioount aHwt was aetuaily written about 

M Genaan ec<«iom»to caapeoritfads' 

fAw nineteenth oenttuXi flMjr a^ 

They rnuet net, hoft^T^'ba 
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ji^fcerpreted too literally. The doctrine of method set 
f<^h in the preceding section does not fairly represent 
the many-sidedness of English work in economics. 
In particular, it fails to assign a sufficiently important 
place to the mass of historical and statistical material 
that the labour of English oconomists has provided. 
The doctrine would, moreover, be accepted only in 
a modified and broadened form by those contemporary 
economists who avowedly carry on the traditions of 
the English school. Again, the so-called *<3erman 
dpctrinee. whatever may have been their origin, are 
no longer the pectiliar possession of any one country. 
iThey are, for example, represented by a rising school 
of economists In the United- States, who expressly 
repudiate the assertion that the new movement 
is exclusively a German mov^ent. Even in EIngland 
the spirit of the reaction was manifested long ago by 
Biohard Jones, and in more recent years very forcible 
expression ha* been given to it by Cliife Leslie and 
Otheie. On the other hand, amongst distinguished 
ecohomi^ who have employed a highly abstract 
method ofiireating economic problems, several Gennans, 

; von ThUnen, ve to be included; aud recently there 
has sprung up in Austria a new school, which ftuists « 
telV et’^^phatioalll on the necessity of an abstract treat- 
of the soifsice*. 

0*fl lisB^ oif Vieaas to Qw of th« 
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Subject to the foregoing explanation, it is con¬ 
venient to epeak of the school of Boscher and Knies 
as the German school. The explicit teaching of this 
school in regard to the scope and method of economics 
is brieBy indicated in the following paragraphs^ 

III the Brst place, a more extended scope is given 

m this Uter developnest German opinion. Compare hia VnUr* 

du Meihodt der SoclalwiuenMcha/ftn ttnd der PoUUiehen 
Ofkonofn^e insbaondtrt. He specially insists on the necessity of dis* 
tingQiiUiDg theoretical politioaJ economy from economic history and 
statistiei <m the one hand» and from the practical aoiencas of political 
economy on the other; and he acetues the dominant Oerman school 
both of misonderetending the point of new of the abstract method, 
and of attributing an exaggerated importance to the historical. He 
further chargee them with error in attempting to giye an ethical 
direction to theoretical political economy. He speaks si ill moi^ 
strongly in a very bontroveraial series of letters specially directed 
against SohmoUer, and pabliebed under the title Die Irrthumer dee 
Mifiidritmue in der Deuiechtn Nationaldkonome. Professor Emil Sax 
of Prague is in agreement with Uenger on fundamental pomts, but 
presents hit views m a less controversial form. He insists strongly 
on the importance of pure theory. Compare his Weseti itnd Aitfgaben 
der NationalUkonomie, 

^ On the points that follow compare Boscher, Geeehichte der 
t^ational^Oekcnomik in DeuUehiand, especially pp. 1032—*2086; 
Enies, Die Poliiiiche OekonomU vom Standpunkte der geeehirhtiiehen 
Meihade ; Sohhnbcrg's article on Die Volhwirtherh^fi (in his Hand- 
n 2—13; and Wagner, Syetematische SeUionaWkeipomU in the 
Jahrblicker /Vf nnd Siatietikt March, 1890 (trans¬ 
lated in the of Eroacfaicr, voh z., p. US). A good 

histor)|nil aepoant of Ihe new Oentian political economy oif which 
tlM foundations were laid in the years 1848—88, "prindpaUy by 
tfemAoTf Hfldebrand, and Knies, is ^ven in Ofbn^e Spefm der^Hd* 
fionoVkonomtg, dmidleymy, 88108—188. See also ProAeSpr AalKayNi 
aniele un HbH Ufttgtical school of Bc9no^i•U in Mt PiUgrave^a Dig* 
penary Sconoaiir. 
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to the science than is usual with English economists; 
for it is avowedly made to treat of what ought to be 
as well as of what is. The possibility of drawing 
any clear line of separation between these enquiries is, 
indeed, practically denied. It u held that thertf’ can 
be no purely positive science of political economy, such 
as was contemplated by Caimes. 

The school explicitly calls itself ethical; it regards 
political economy as having a high ethical task, and as 
concerned with the most important problems of.liuman 
life. The science is not merely to classify the motives 
that prompt to economic activity; it must also weigh 
and compare their moral merit. It must determine 
a standard of the right production and distribution of 
wealth, such that the demands of justice and morality 
may be satisfied. It must set forth an ideal of eco¬ 
nomic development, having in view the intellectual 
and moral, as well as the merely material, life; and 
it must discuss the ways and means—such as the 
strengthening of right motives, and the spread of 
sound customs and habits in industrial life, as well 
as the direct intervention of the State—by which that 
ideal is to be sought after*. 

^ n thoald be obwv^d that dSflemoea in r^ff0sri io tha aoopa ot 
a mi^be Io a ooaaiddrable nteni merely ?erbaL One writar 

ioduda witblDi Iba Mianca itaelf anquiriM wbidi another writar 
ragtfda aa baloogiag onlj to its appliaationa; bwt it doaf not follow^ 
tin latter naglaoU tkaaa axiqmhaa, or aran in the tUgblaat dagMa 
Maohaa Im Importanoa to iham* , 

4 
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Another characteri»tic of the German historical 
school is the manner in which its adherents insist 
upon the social .side of political economy, and the inter- 
' dependence of economic and other social phenomena. 
It is “held that, because of this interdepcndcnco, political 
economy cannot be treated adequately except in close 
connexion with other branches of social science. The 
treatment adopted ought, accordingly, to be realistic. 
It is maintained that the economist should only very 
sparingly, if at all, abstract fh>m the complex realities 
of actual economic life; and should consequently in 
most of his reasoniugs deal, not with an abstract “ eco> 
nomic man,” subject only to a single motive, the desire 
for wealth, but directly with men os they really are, 
moved by diverse motives, and influencod by the actual 
conditions of the age and society io which they live. 

, Closely connected with this characteristic is the insist¬ 
ence upon the relativity of economic doctrinoa The 
economic conditions of life are subject to variation; 
and subject to like varuAiou arc the laws by which 
men’s economic activities are regulated. 

As to the method of reasoning by which economic 
knowledge is to be extended, great stress is laid on the 
necessity of appealing constantly to specidc observation 
of the actual economic world, and generalizing there¬ 
from. Hence the school is spoken of as inductive and 
statistical. It. is still more distinctively 
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historical, from its special insistence on the importance 
of historical material in building up the science. Only 
by reference to the past, it is held, can the present be 
properly understood; and only a comj)arison of the 
Goonomic conditions of different periods and different 
countries can the limitations of economic doctrines be 
orlequately realised, and economists saved from one¬ 
sided and narrow dogmatism. The importance of 
studying the course of economic evolution is, accord¬ 
ingly, emphasized. 

It should be added that, independently of differences 
in regard to the scope and method of political economy, 
the dominant German school is distinguished from 
the older English economists by .a difference of attiturle 
towards laiaser faire and government interferonoo, 
This is, however, a point of contrast with which we are 
not directly concerned in the present treatise. 

It will be observed that the above-mentioned chamn- 
toristios aro by no means independent of one another. 
In some cases the connexion ft very close indeed. The 
more realistic our. standpoint, for example, the more 
obvious becomes the necessity of direct appeals to 
history and statistics; the historical method leads per- 
fpree to the recognition of the relativity of economic 
doctrines; and the realistic and the social standpoints 

4 

are also closely connected. In its turn, the ethical oon- 
oeption of the science emphasises all the other points; 
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and in fact, if it be granted that political economy is 

directly concerned with what ought to be, then most 

of the rest may be said logically to follow*. It results 

from this dependence of characteristics that in discuss- 

0 

ing the various questions at issue a certain repetition 
is unavoidable. Accordingly, in the following pages, 
even when we are treating apparently distinct pro¬ 
blems, there will not unfreqnently be found a recurrence 
of the same fundamental points, viewed in different 
aspects. 

Within the new school itself marked differences 
of tone and attitude are to be observed. The more 
advanced members of the school are not content with 
emphasizing the importance of the historical method, 
but go so &r as to reject the aid of any other method 
axcept in extreme subordination to it They are not 
simple reformers, but revolutionaries ; for they advocate 
a complete reconstruction and transformation of politi¬ 
cal economy. In their view, the science in the jmst baa 
been barren of valuable results; only by a radical 


change of method can it hope to^ be fruitful in the 
future. The old doctrines, and the old ways of reaching 


them, are to be put on one side and seen no more. 


Professor Schmoller and Dr Ingram may be taken as 


* It will be shewn, however,'that the oonverse does not hold good; 
dtat it. it, tn other words, poeaible to adopt i^realistio treatment of 
4ecmemic pmbleiBi without passing ethical jadgmeots. 
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examples of this advanced wing of the new school. 
The former would practically identify political economy 
and economic history, or at any rate resolve political 
economy into the philosophy of economic history. The 
latter, whose aim is somewhat diflferent, though he is 
equally revolutionary in his tendency, would absorb 
political economy into general sociology. 

The position taken by the more moderate adherents 
of the German school, including Roscher himself, is in 
marked contrast to the above. They adopt a tone of 
moderation and an attitude of compromise. While in¬ 
sisting on the importance of historical investigation in 
political economy, they admit the necessity of em¬ 
ploying other methods in conjunction therewith; apd 
while taking a realistic view of the science as a whole, 
they recognise the value of abstj’action, at any rate in 
certain preparatory stages. They accept many of the 
most characteristic of the old conclusions, and on the 
old grounds. According to Professor Adolph Wagner, 
who may be taken as a leading representative of the 
more moderate section of the new school, the inductive 
and deductive methods both have their place in econo¬ 
mics. “These, then,” he says, “are the two methods: 
on the one hand, deduction from psychological mo¬ 
tives—first and foremost, deduction from the motive 
* 

of individual advantage, then from other motives; on 
the other hand, induction from history, from statistics, 
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and from the less exact and less certain, yet indis¬ 
pensable, process of common obsorvation and Ex¬ 
perience, With both methods we are to approach the 
varioas problems of political economy, and to solve 
them so far as we con. Which method is most to be 
used depends on the nature of the particular problems; 
but it depends also on the turn of mind, very likely on 
the accident of training tmd education, of the individual 
investigator/’* 

^ Qmritrln Journal of Kconomk$y vol. r., p. 184. In his Lehr^ und 
Handbuch der poUHtchinOekononuf^yol i., |>. 17, Wftgoorwhtos fortber 
in the same etr&in. ** It U not,’’ ha eaje, a question of completclj 
obacgiDg the method of dednotlou, nor of entirely replacing it by the 
method of induction. It would not be possible to attain the latter 
aim; and, if it were possible, it would be neither right nor desirable. 
The problem is to obtain an improrement in deductive procedure, a 
more refined and deeper psyobologioal foundation and development 
of it, and a more careful application, particularly in concrete praotU 
cal questions. To this must be added coostaut atteution to the 
hypotheses from which deductione are being naade, and a keener 
discernment of the necessary limits of the applicability of the method. 
In ahoi'tr the true solution of the contest about method is not to be. 
found hi the selection of deduction or induction, but in the accept- 
anoe of deduction and induction. Each must be employed in the 
oases where it is specially qdapted to the particular nature of the 
problem to be solr^, and as far as possible—for it is not always 
possible—'there must be a ooznbination of both, although in oonorate 
eases one or the other will take pieoedence.” Dr von Scheel ex¬ 
presses himself similarly. Different methods, he says, arc service¬ 
able for the solution of eoonomic pfUblema. must use both 

indiio(ive and deductive methods. The most suitable method will 
continually tary with the particular nature of the problem to be 
solved^ ^^hdnberg’a SandbueK Di# pofiNtehr Oekonomie aU Wium* 
geAqA, i 8). Professor G^osUv Cohn ipay he quoted to the same 
.ifsot. Tbi idea, he says, that mere colleetions of hiatorical tit ' 
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§ 4. , r/ie vtetiiod of political ecommy cannot ade- 
qtiately he desci'ihed by any single phrase. —Wp must 
not then exaggerate tlio opposition between what may 
be called the classical Englisl^ school and the new 
school. The former realise more vividly the abstract 
problems of the science, and in writing uii method 
keep bliese problems mainly in view. The latter rejUise 
mo1:o vividly the eoucrete problems, and hence lay 
stress on all the points which the English school have 
tended to overlook. But the difference is strictly 
• speaking one of degree only; and we find the oppo¬ 
sition reduced to a minimum, when wo compare the 
actual procedure in the solution of given problems 
adopted by the best contemporary economists, whether 
they profess to belong to the new school or are content 
to be classed with the old’. 

Btalistical mateual caa be made available for Bcieaoe, without do* 
ductive aids, is jubt as much an extravagance, as the opposite idea that 
out of deductions from elementary hypotheses the whole Koicnce can 
be construoted {QrwidUffunff der NaiionaldhoHOHiietp. 35). Dr E. B. A» 
yeligman,, again, writing on behalf of the American supporters of 
the new movement, remarks that the moio extreme of tiie German; 
^'have themselves overshot the mark, have unduly undervidued the 
work of the English school, and have in their zeal too dogmatically 
denied the possibility of formulating any general laws’* {Scieiiee 
feottomfe Ditemtionf p. 21). « 

1 Xa 1890| when ths first edition of this work was published, the 
oontmversies referred to in this chapter were gradually becoming less 
; and since 1890 there has been a further advance towards a 
mutual understandiog os the part of eoonomic theorists and eoAaomie 
tu^toriaua. Compare Professor Ashley^ On Stndy of Ec<?noinie 
HUtoty {Hurvdfif Hutoric and Bootumic, pp. 1—21). 
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As to the doctiine to be expouuded in the following 
page», it will suffice here to say that while great im¬ 
portance will be attached to the place of tho deductive 
method in economic anquiry, and while a protest will 
be entered against the unhistorical spirit evinced by 
those adherents of the new tnuviimcnt who proclaim 
tlic necessity for a complete reorganization of the 
science, still no attempt will be made to justify the 
doctrines of the older school in the jirecisc form in 
which they were laid down by Mill and Cairnes. Tho 
method of political economy cannot adequately be de¬ 
scribed by any single phrase; and accoidingiy no one 
method will be advocated to the entire exclusion of 
other methods. It will, on the contrary, be shewn 
that, according to the special department or aspect 
of the science under investigation, the ajtpropriate 
method may be either abstract or realistic, deductive 
or inductive, mathematical or statistical, hypothetical 
or historical. 
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ON THK RELATION OK I'OLITtCAL E(’ONO^^V TO 

MORALITY AND PRACT[('E. 

§ 1. Diditiction between 'ecoiionnc umfurinHieSt 
economic ideals, and economic precepts .—As regards 
the scope of political oconoiuy, no iiuestion is more 
important, or in a way more difficult, than its true 
relation to practical problems. Does it treat of the 
actual or of the ideal ^ Is it a* positive science cou- 
cemed exclusively with the investigation of uni¬ 
formities, or is it an art having for its object the 
determination of practical rules of action ? What, 
for example, is the true problem of political econom) 
in regard to the influence of competition on wages ? 
Is it to investigate the precise nature of that influence, 
and to enquire how far and in what ways the operation 
of competition is or may bo modified by other agencies? 
Or is it rather to detennino how far the effects of 
competition can be morally ’approved, and to what 
extent it is de^ble that its operation should be 
supplemented or superseded by combination or direct 
governmental interference ? 
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The disbiuction here indicated is indeed threefold’ 
rather than twofold as is ueiially implied. •For when 
we leave the enquiry into the veritable order of eco- 
nomie phenomena, thoir coexibtenoes and sequence^, 
under existing or aa>bum<d conditions, wo still have to 
Uike account of a further subdivision of some siguih* 
canco. There is» on tbu one hand, the investigation 
of economic ideals and the determination of a standard 
by reference to whiclf tho social woith of economic 
activities and conditions may be judged; and there is 
also tho investigation of economic rules, t.a., the de¬ 
termination of maxims or precepts by obedience to 
which given ends ntay best be attained^. Thus, in 

1 TImiv ii •till saother distisetion, which nesd not, however, be 
dwoli upon—Bsmely, the dietioctios between eooDomio tnaxiius ae 
(ormnUted by the atudent, and their practical outcome in the actual 
legialaiion of differeui ooontriee. Even thie dutinotion is not always 
clearly recognised. It eeeme, for instanoe, to be obecured in the 
following passage in Jjord BramweU^e address as President of Section 
F of the British Association: ‘‘What will be the beat way to add 
to the wealth of a society most be a aabjeot of study by that 
society, whioh will lay down roles—that is to say, make laws—for.. ^ 
the purpose; and this is politioal economy. Adson Smith was not 
the first political economist, though well oalled the father of those 
miss which now prevail. Bat rules foi the porpose existed before 
him, the great objectioD to them bdng that most of them were wrong. 
There was a law that the dead should be buried in woollen* Laws 
were made for fixing wages; Igws were made againet r^raiing and 
CbrestaUiog. Than think of the usury laws. You cannot deny that 
these were eeottooiioal laws because you think them wrong.’* The laws 
here krienwd io oaimot in any proper SMise be callsd laws of politioal 
eoOQraiy* Sven if political economy fe regarded as an art, the 
of that art must be distuigtfished firom the aotaal praotiae 
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regard to the payment of interest, we have, first, the 
positive eaquiries why, under certain conditions of in¬ 
dustry, interest is paid at all, and what determines the 
rate paid. We have, secondly, Ahe enquiries whether 

s 

interest ought to be paid,' and, if it ought, what 
constitutes a fair rate of interest. We have, thirdly, 
the enquiries whether any interference in regard to 
the payment of interest is desirable, and, if so, what 
are the best means whereby such payment may either 
be abolished or at least approximated to a fair 
standard. 

Another illustration may bo. taken from the depart¬ 
ment of taxation. The investigation of the incidence 
of taxation is in itself a positive enquiry; so is the 
problem of the influence of different forms of taxation 
tm relative values. These arc, in other words, enquiries 
as to matters of fact. Passing to problems that 
belong to a different category, wc may distinguish the 
determination of the ideal of taxation from that of 
rules of taxation in the narrower and stricter sense. 
It is one thing to a.sk in what sense, if any, and why, 
equality of taxation should be our aim; it is another 
thing to enquire by what rules, e.g., the adoption of 
a system of progressive taxation or the judicious 
combination of direct and indirect taxation, such 

of politicians and finance roinistera, however mnoh their nets may be 
the'’direct legislative embodiment of the precepts. 


3 
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equality can with the nearest possible approximation 
be attained. 

Intimate as are the connexions between the above 
kinds of enquiry, they are in themBe}ves distinct in 
character, and belong to different departments in a 
classification of knowledge. The firat belongs to positive 

I t 

science, the second to normative or regulative science 
, (along with ethics, if indeed it be not a branch of 
ethics or of what may be called appli^ ethics), and 
the third not to science at all in the more modem use 
of tho term, but to art as distinguished therefrom. 

As the terms are here used, a positive science may 
be defined as a body of systematized knowledge con¬ 
cerning what is*; a normative or reffulative science as 
a body of systematized knowledge relating to criteria of 
what ought to be, and concerned therefore with the ideal 


I The tue of the term poHtiw to mark this kind of enquiry 10 not 
altogether aatiafaciory; for the same term 10 used bj Cairnes and 
others in contrast to hypotketiealf which U not the antitheBia here 
intended. It ia difEcnit, howeyer, to find anj word that Ib quite free 
from ambiguity. Thewiical is in scane reepecta a good term and may 
sometimcH bo conveniently used. In certain connexions, however, it is 
to be avoided, inaamacb as it may be understood to imply an andtheeia 
with actual^ as when theoiy and fact are oontrasted; it also 
suggest that the enquiries referred to have little or no bearing on 
practical questions, which is of ooune far from being the ca». Pro¬ 
fessor Sidgwick in, his Methods 0/ Ethios employs the term specaUaivs; 
.bat this term, even more than the term theorstieolf suggetts some- 
tUai: very much .in the air, something remote from the oaAmon 
^svsiite ^ ewy 4 ay life* It seems best, therefore, not to use it in the 
oonn^^h. 
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as distinguished from the actual'; an art aa a system of 
rules for the'attainment of a given end*. Theobject of 
a positive science is the establishment of uniformUien, 

of a normative^ science the determination of ideals, of 

* 

an art the formulation of precepts. 

The problem whether political economy is to be 
regarded as a positive science, or as a normative 
science, or as an art, or as a combination of these, 
is to a certain extent a question merely of nomen¬ 
clature and classification. It is, nevertheless, important 
to distinguish economic enquiries according as they 
belong to the three departments respectively; and it 
is also important to make clear their mutual relations. 
Confusion between them is common and has been'the 
source of many misebievous^errors. 

An endeavour will be made in the following pages 

^ It flhonld be partiouUrlj observed that a department of know- 
Jadge does not necoBsarily belong to the category of art, as diatinguiahed 
from Boienoe, aimply because it is coDcomed with wbat ought to be. 
Logic and etbiea are both of them sciencea, although they are con- 
corned with right reaaoniug and right conduct respectively, la the 
foUowing pages, however, wbeaever Bcieuoe is contrasted with art 
without further qualifioatioa, poaitive scieDce, aiid not normative 
acioAoe, is had in view. 

* To avoid misuDderstanding, it should be added that Adam Smith 
and his contemporaries, as welt ah some modern economists, use the 
term without any refersnoe to the diatinetion between aoienee 

and art as above mdieated. mean by a science any ayataznatio, 

body of knoirlsdge, whether coosistisg of theoretical proposltioae, or' 
ot prae^tieal ralet of action. The best reooit autborities, however, at 
atfy rate in tMa country, use the term In the narrower sense. 

8—2 
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to show that it is both possible and desirable ^ discuss 

i 

economic uniformities independently of economic ideals, 
and without formulating economic precepts, although 
the converse proposition cannot be affirm^; and it 
follows that, if this view be correct, we ought at least 
to recognise as fundamental a positive science of 
political economy which is concerned purely with what 
is, and which seeks to detennino economic lawsK It is 
a further question whether or not we shotild also 
recognise, as included under political economy in the 
widest sense—but distinct from the positive science— 
(a) a branch of ethics which may be called the ethiat 
of politiced economy, and which seeks to determine 
economic ideals \ and (6) an art of political econo^ny^ 
which seeks to formulate^ economic precepts. 

^ We here use the term £av, bs ii will oonaistently bo used in the 
following; ptgesi in its sdentifie, and not in its jurisprudential, sense. 
We mean a (atr a Uioorem, the statement of a uniformity, not 
a ooiumand enforced by sanctions. The law of snpply and demand, 
the Ricardian law of rent, Gresham’s law, and the like, may be given 
as examples of eoonoinlc laws in die above sense. The validity of 
such laws is a purely thooreiioid question, and our attitude towards 
them is not, or at^any rate should not he, affeoted by our ethical or 
political views. It is otherwise as soon as we begin to lay down rules 
for the guidance of statesmen and legislators. When we argue for 
fair trade or for hree trade, when we advocate the l^^lative re* 
striction of hours of labonr or the natioualizatioa of the land, or 
when we o<mtend for a general poUoy of laU%er /atre, we have 
,^o«ftvaneed a stage further. Ooneideratioos baaed on political economy, 
eonottved as a positive eoienee, may still form the foundation of 
our argument, but such data have'to be eontroJled by ethical and 
political oomdderations. 
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§ 2. The possibility of studying economic laws or 

* 

uniformities untkout passing ethical judgments or 
forniulaiing economic precepts. —It has been pointed 
out in the preceding chapters tliat the prevoiliitg 
tendency ainuiigHt a certain - echool of cconuinists is 
to widen the scope of political economy by giving it 
u distinctly ethical character and making little attempt 
to separate its treatment as a practical science from 
its treatment as a theoretical science. It is oven 
maintaiiidH that such a separation is impossible. Thus 
Professor Wagner, while clearly distinguishing the 
positive and the ethical problems, deuies that either 
of them admits of being treated apart from the other, 
although taken together their' treatment may be 
separated from that of the dependent art. He gives 
the five following problems (of which the first two 
belong to positive science as above defined, the third 
and fourth to normative or ethical science, and the 
fifth to art) as between them constituting the great 
general problem of political economy: (1) the description 
of economic phenomena; (2) the explanation of the 
causes upon which they depend; (3) the determination 
of a standard by which • their social merit may be- 
measured; (4) the setting up of an aim for economic , 
progress; (o) the examination of the ways and means 
for attaining this aim. Of these problems he regards 
the first four as too closely connected to permit 
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a separation. Only the fifth, ho comiders, where we 
have to deal with the practical questions of an art, can 
■ bo clearly distinguished from the rest*. Others would 
uot even admit the degree ol' soparatiou* that Wagner 
allows. iJr von ISchoul, for instance, remarks that the 
history, theory, and art of political ecouonty form one 
indivisible whole*. ‘ ^' 

Yal on reflection it seems clear uiat there can be 
no inherent reason why we should not both describe 
'and explain economic phenomena without eithbr passing 
a judgment on their moral worth oi setting vip’an aim 
for economic progress; although of course the converse 
does not hold good. it is clear, for example, that 
we cannot determine how nearly the results of free 
cumpetitiuu ^proximate to our economic ideal until 
we know wim those results are. Kor cun we say 
bow far it is desirable that the effects which would be 


‘ Quarterly Jaurttnl of Economic*, t<^. j., pp. 124—12S. la b 
later ediUon (1893) of his QratidUgun^ ^poliu^chen |§ 57 

—64, Wagnei luterpolaten between (1) and (3) as given above a third 
theoreiioal problem. Darnel;, the diitooTery of t^rpesi Thu yields a 
flymmetiioai and intereeting eoUeme in which we have three theoretical 
and three praotieal problems. It is to be observed that in the edition 
of the to whiob leferenoe is here made, Wagner 

more willing to adnut the possibiUtj of a separate disouesh 
three Uieoretieal pcoblams, although he regards all 
involved in a oomplste treatment of an; ecoaomio This 

m^ust be granted; bat we may at tho same time olaarly distiAgoieh 
between eoohomie eoienoe in the strict sense, the ethioa of political 
economy, aad applied economics. 

’ Bohdaberg^ X/eadbucA, voh t., pp. 71, 73. 
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% 

brought about by unimpeded competition should be 
modified by governmental interference or voluntary 
combination, until we have also ascertained what kind 
of modification would ensue, atyl what would be the 
collateral effects of such interfering agencies. We 
can, however, successfully investigate the nature of 
economic phenomena under the of competition, 

without comparing them with any idea! staudaixl; and 
we can also cori'ectly ascert^iin the effects exerted, 
or capable of being exerted, by agencies other thaii 
competitive—such as law, public opinion, voluntary 
combination, and the like—without expressing nn 
opinion on the practical ({uestion how far it is desirable 
that the operation of agencies auch as those should be 
specially encouraged ^ 

^ la disouasing the cooaexion between aoie^eo and art, it in 
ned^Baaiy to diatloguish tbe logical order from wiiat may be called 
the hiitorical order. It baa often been pointed out that while in the 
logical order science precedes art, the hibtorioal order is the reverse of 
The reason is that the demand for guidance arising from men's 
pr^tioal needs is recognised, and attempts are made to satisfy it, 
before bodies of speculative truth are systematically formulated. 
Thus an empirical art of medicine ecUte before there is any distinct 
science of physiology. Indeed, as is remarked by Sir George 
GomewaU Lewis, ** the purely sdentlfic treatment of any subject, 
without an attempt to lay down precepts or rules of practice, is iu 
general one of the latest stages in the journey of knowledge'* 
{Miihodi of Ob$ervaiion> and Reasoning in PolUiciy Chapter 19, § S). 
But, as we have said, iu the logical order soienoc precedes art, 
for ws cannot satisfactorily lay down rules for practical guidance 
. exo^ on the basis of knowledge of facta. When, therefore, this' 
-Al^wledge is not to be found slsewhere, the art must seek it as best^ 
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The propositioD that it is possible to study economic 
uniformities without passing ethical judgments or 
formulating economic precepts seems in fact so little to 
need proof, when the ppint at issue is clearly grasped, 

. tlikt it is difficult to say anything in support of it that 
shall go beyond more truism. We may, however, seek 
to explain away certain difficulties, based on misappre¬ 
hension, that have tended to prevent its truth finm 
being universally recognised. The idea probably is that 
any attempt to treat economic laws, without passing 
ethical judgments, and without reference to an ideal to 
be aimed at, is certain to result in a practical <lenial 
that moral considerations have any bearing on economic 

it can for itself, tbos becoming at the same time both a science and 
an art, tbe two eDqairies, however, not being de&mtely distinguished. 
Striotly speaking, instead of saying that historically art preoedee 
science, it would for the above reason be more accurate to say that at 
the outset there is no clearly marked line of distinction between them. 
Accordingly in early treatises on any art we expect to find, and we do 
find, theorems of science more or less explicitly set forth, justifying 
the rules which it is the authors’ main purpose to expound. Herein 
is the explanation of the fact that, while Adam Smith oonoeives 
political economy as an art, the of NatUtM assumes for the 

most part the form of a science. The system of political economy 
there ad\*ooat6d, being **the obvious and simple system of natural 
liberty,’* does not in itself oonsist of any elaborate code of rules. 
Adam Smith is ohiefiy ooncemed to oonfato on scientific groonds 
other sysiems, and to establish the scientific basis of his own. His 
first three books, to a large extent his fourth, and to som% extent 
his fifth, are thus taken ap with disoussioDs in which the actual 
MUtions of phenomena are disousaed and expounded. On (his point, 
.oempare Sidgwiok, PrincipUi of PoUtUal Economy^ Introdu^n, 
Shapter 3. « 
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phenomena at all. It has indeed been made a specific 
charge against English economics of the middle part of 
the nineteenth century that, seeking to be purely theo¬ 
retical, it became in the worst sens^wintora^, its tendency 
being to claim for econojuic action a sphere altogether 
independent of moral laws. 

Whilst it wotild be difficult, to substantiate this 
charge by reference to the actual writings of English 
economists of the first ranV at any period, a certain justi¬ 
fication for it may bo found in the tone and attitude of 
some popular interpreters of econoinio science at the 
time referred to; and it will be useful to seek to dis¬ 
cover the source of the error into which they fell, 
That it was an error hardly needs to be insisted upon. 
Nothing can be more deplorable than that the econo¬ 
mist should be understood to imply that, in his 
industrial dealings, a man is freed from the ordinary 
obligations of justice and humanity. To refer an 
injustice in the economic world to demand and supjfiy 
may possibly account for it; but it cannot seriously be 
maintained that from the point of view of the moralist 
or the social reformer this settles the matter. It needs 
no proof that neither economic activities nor any other 
class of human activities can rightly be made inde¬ 
pendent of moral laws. 

But it is far from being the case that the falla- 
cidus attitude of mind hero combated is a necessary 
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consequence of the attempt to construct a purely 
positive science of economics. On the ether hand, it is 
rather the &ilurc to recognise the fundamentally distinct 
character of cnquiriej^ into what is, and enciuiriea into 
what ought to he, that is really responsible for attempts 
to solve practical economic questions without reference 
to their ethical aspects. And this danger will certainly 
not be diminished by endeavouring systematically to 
fuse the two classes of problema There is, however, 
a further source of confusion, to which it is necessary 
at this point specially to call attention, due to the 
non-recognition of tho fact that from the purely 
positive standpoint the operation of moral forces may 
need to bo taken into account. It has toosoiten been 
implied, though it may not often have been expressly 
stated, that—at any rate in regard to what can actually 


happen, as distinguished from what one might desire 
to see happen—the l&t word has been said when the 


effects of competition have been correctly ascertained 


and set forth'. As a matter; of fact, although the 


1 Iq Kingale;’ft Alton Laeke we are told ho^ a member of Parlia* 
meot—one that was reputed a philosopher, Bud a political eooaomle^ 
and a Liberal—replied to a deputation of working men that however 
glad he would be to help them, it was imposeible—he could not alter 
the Uws of nature—wages were related by the amoniit of com- 
petition among Uie men iiwnselves, ihat ia, by the laws of political 
eoonomy, which It would be madness and suicide to oppose (eh. 10). 
Ho doctrine so omde m thAf howerer, ie taught by. leading Ettgllih 
j ^lKpoiunU of the aeieiioe. **.Tbe dietributiou of wsaltli,'* saye J. B. 
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forces of competition may usually exert a prepon¬ 
derating influence in the economic world, they have 
not the universality and necessity which is here as¬ 
cribed to them, nor arc they incapable of being, as 
we may say, moralized. Economic phenomena depend 
upon the activity of free agents, whose customary 
behaviour may be modified not merely by legislative 
interference, but also by changes in their own moral 
standard, or in the social pressure brought to bear upon 
them by public opinion; and it follows that, in general, 
we at’e not justified in assuming finaiity in regard to 
coucrcte industrial facts, or in affirming that, in the 
economic world, what is must be. It is true that 


Bfill exaphatio&lly, ** depends on the laws and cut^toms of society. The 
rules b; which it is determined are what the opinions and feelings 
of the ruling portion of the community make ibem^ and aro very 
different in different ages aud countries; and might be still more 
different^ if mankind so chose'* (Pofitios/ Economy^ ii. I, § 1). By 
the 'ruling portion of the oommunity " we ought here to understand 
not merely those who have a voioe in framing a country's laws, but 
also those who mould public opinion and exert an induenoe on the 
moral tone of a people. Compare further Hill’s Autobiography^ p. 240, 
where he speAs of the modes of the distribatiem of wealth as de¬ 
pendent on human wzU, and capable therefore of being modified by 
human effort. At the same time, a caution should be added against 
going too far in ascribing an optional or arbitrary oharaoter to the 
laws of the distribution of wealth. It must not, for instance, be 
soi^osed that the sovereign power, whether deraooratie or otherwise^ 
can arbitrarily impose upon a people any principles of distribution it 
pleases, regardless of the operation of ordinary economic motives and 
of eoononsic habits and customs which h»te naturally grown up 
and established themselves in the oommunity. 
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extra-regarding motives are not in economic affairs as 

powerful or as constant in their operation as motives of 

$ 

a sclf-rcgai'ding character. Still they none the less do 
exercise an appreciable influence, and as the sense of 
i social responsibility grows stronger and becomes, more 
diffused their importance is likely U) be increased*. 

It involves confusion of thought, however, to sup¬ 
pose that econonne phenomena are for the above reason 
incapable of being studied positively, or that in our 
investigation of them we we necessarily btuind to pass 
a judgment upon their moral worth. To recognise the 
influence, actual or potential, exerted by the economic 
ideals that men may frame for themselves is not the 
same thing as to discuss the objective validity of those 

* When people talk about supply and demand, they sometimes 
forget that these are themselvee phenomena depending upon human 
will, and that among the changes which ma^ lead to modifications 
in supply or demand are changes in moral conditions. This^ may 
be the case, for instance, if, because the public bonsoienoe has been 
touched, people will not purchase commodities which they believe 
to have been produced tinder what they regard as immoral eon> 
ditions I or if they will not deal with shops where the employers 
have the reputation of treating their employees meanly or harshly. 
The fact that, at any rate in the estimation of traders themselves, 
causes of this kind may operate to a very ^preciable extent is shewn 
by the anxious indignation with which some large London firms re¬ 
pudiated certain statemeots made before the Soloot Committee of the 
House of Lords on the Sweating System (18B8) in regard to their 
man^ of paying their workpeople. More than one firm specially 
otflMjthe attention of the Committee to the foot that they were 
wAFilt111n1 find and Injurod in their bosiom by reaeon of the Gftate- 
'^iMDts which were being made before their lordships.’’ 
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ideals: and oiir tmitmont of economic scienco inav 
remain stnctly positive (in the sense in which we are 
now using that term), while at the same time wc enquire 
in detail in what ways econotpic phenomena are or 
may be affected by the pressure of public opinion, or 
by motives of justice, and kindliness, and concern for 
the general well-being. 

It has been argued that the science cannot be 
separated from the art of economics, because of the 
influence exerted by the latter upon the actual course 
of oconofeiic development*. There Is an element of 
truth in this argument, which has perhaps been 
sometimes overlooked; but it does not establish the 
desired conclusion. Men are il^flncnce<i in what they 
actually do by what they think they ought to do; 
and economic precepts, when enforced by the agency 
of the law or public opinion, lead to modifications 
of economic facts. But all this may be taken into 
account without leaving the positive for the practical 
standpoint. Consider, for example, the influence exerted 
upon medieval trade by doctrines of the illegitimacy 
of usury and of what constitutes a rea-sonable price. 
Tt is one thing to study the nature and extent of this 
influence. It is another thing to enquire into the 
validity of the doctrines themselves. And although 

> Compare Froleesor B. C. Adame in Seienee Eemontic Disetation, 
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the historiuD may more or less combine the two dis< 
ciiSsionH, they clearly admit of logical separation. 

We. may conclude the argument contained in this 
section by the remai^ that, ‘just as the science of 
psychology recognises the existence and operation of 
moral motives, yet does not pass ethical judgments, 
so political economy may recognise the operation of 
moral motives in the economic world, and ySt not 
become an ethical science. 

§ 3. Qromds for recognising a distinct positive 
science of political economy, the sole province of which 
is to establish economic uniformities .—Qranting that it 
is logically possible to separate the positive from the 
ethical and practical study of economic phenomena, 
there is still no absolute inconsistency in holding that 
such a separation is undesirable. It may be pointed 
out how enormous is the influence exerted upon the 
well-being of mankind by the modes in which wealth is' 
produced and distributed ; and stress may be laid upon 
the fact that those human activities, which constitute 
the subject-matter of the economist’s investigations, 
have an ethical sigdiflcance, which is at least as worthy 
of consideration as their economic significance. It is 
indeed not strange that the idea of an essentially 

I / 

ethioal treatment of political economy should have 
a strong fiucinatlon for e^est minds. Nor is it 
that as eng social sympathies grow broader 
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and stronger, the notion of stopping short at the purely 
positive enquiry should be viewed with an increasing 
degree of impatience. 

But in all this the point really at issue is obscured. 
No one desires to stop short at the purely theoretical 
enquiry. It is universally agreed that in economics the 
positive investigation of facts is not an end in itself, 
but is'to be used as the basis of a practical enquiry, 
in which ethical considerations are allowed their due 
weight. The question is not whether the positive 
enquiry sfiall complete as well as form the foundation 
of all economic discussion, but whether it shall be syste¬ 
matically combined with ethical and practical enquiries, 
or pursued in the first instance independently. 

The latter of these alternatives is to be preferred 
on grounds of scientific expediency. Our work will 

be done more thoroughly, and both our theoretical and 

* < 

our practical conclusions will be the more trustworthy, 
if we are content to do one thing at a time. The 
following are, in rather more detail, the reasons that 
may be given for explicitly recognising the independ¬ 
ence of the positive enquiry*. 

^ question of combining pomtive and ethical enquiriee is a 
somewhat different one from that of combining enquiries that belong 
mp^iirely to the departments of science and art. The two queeiions 
have,' however, a good deal io common, and we shalli therefore, in 
ord^ to avoid unnecessary repetition, treat them together. The 
re^erwiU oheerve tiiat in the argnmente that follow the nndeeirahility 
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(1) The attempt to fuse together enquiries as to 
wliat is, and enquiries as to what ought to be, is likely 
to stand in the way of our giving clear and unbiassed 
answeia to either set ,of questions. Our investigation, 
for instance, of the laws that determine competitive 
wages cannot but be seriously hampered, if the very 
same discussion is to serve for a solution of the problem 
whether wages so detennined are fair wages. The value 
of economic theories is, indeed, rightly measured by their 
ultimate bearing on practical questions; and the econo¬ 
mist should always, seek to direct his theoretical investi¬ 
gations into the channels that will eventually prove’ 
most useful from the practical standpoint. But while 
the ultimate aim may be to guide human conduct, 
the immediate object to be kept in view is knowledge 
of positive facts. Such knowledge is not likely to 
be accurate and thorough, if, instead of pursuing 
his theoretical enquiries systematically, the economist 
works them out piecemeal, as they happen to rise into 
importance in connexion with particular practical issues. 
It may require an effort to keep the practical problems 
in the background even temporarily, but in the long 
run the guidance afforded ivill be the more trustworthy, 
if its scientific foundations are first mode secure'. 

Bometi&MM ot the former, and aometimes of the latter, oombinatimi is 
in view. 

, in an eSm quoted pasaage, oorntnents on the haaty and 

eagerneei with whidi men are apt to trxm aside teom pure 
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It may be added that since purely economic data 

rarely by themsclvcjs suffice for the complete scjlutioii 

of practical problems, either our solution of liic latter 

will be iueomptete, or else the disciission tliat bclou^ 

to the positive science of t'conomics will not improlsibly 

be overlaid by the introduction of considerations which, 

so fur us it is coiicerncil, are cxtrsineous'. 

Msience to iu practical applicatiouB. ^'Whetico it codu's that, like 
Atalanta, they go aside to take up the goldeu apple, ho moan while 
interrupting their coorao and lotting victory alip out ot their haudn. 
But in the true course of cxperinipnt, aud the carrying it on to new 
clfeots, the Divine Wisdom and Order arc cnliroly to be taken oa our 
axamploH. Now Ood on the drat day of Creation created only l^iglit, 
and gave a whole day for that work, and on that day created no 
material object. SimilaTly, in rx])erienco of every kind, first the 
discovery of causes and true AxfoniH is to be made; and light-bringing 
uot fiuit-bringlog ezperimeuts to be sought for. But Axioms lightly 
disooTored and establislied supply practical uses not acaniily but in 
crowds; and draw after tbemseWes bunds and troops of effects ’’ 
(Novuni Organum* Book i., Apb. 70). 

^ The importance of moiutaining the striotly soieutlHc standpoint 
in the academic itudy of political economy is insisted upon b} 
Brofessor Duubar as follows: ** The investigation of economic law is 
a strictly scientific enquiry, as much as the investigation of the law of 
gravitation, and the determination of economic law falls within the 
oompetenoe of the university. Indeed, cue of tiie great objects fur 
which the university exists ia tu train minds for such enquiry and to 
further the advance of knowledge in precisely such obscure depart- 
ments. But on the mixed questions of legislative policy and expe¬ 
diency, it is hot the province of the university to pronounce. They 
indeed involve questions of science, as they involve much else; but 
their solution is not an act of the scientific judgment. It is, on the 
contrary, an act of the political judgment, enlightened by the aid of 
economic science, of jorisprudence, of tlie study of human nature 
itself, or whatever else may serve to clear up ^e matter in hand. 
Thtf historical narrativea in which the great questions of the past lie 
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(2) The attempt to combine theoretical and prac¬ 
tical enquiries Lends to confirm the pojmlar confusion 
as to the nature of many economic truths. What are 
laid down as theorems of pure science are constantly 
interpreted a.s if they were maxims fur practical 
guidance. In spite of repeated pmtests from economists 
themselves, there is an inveterate di8|X)sitiou on the 
part of the public to regard the principles of political 
economy as essentially rules of conduct, even when 
the sole intention of those who formulate them is to 
determine what is, and not to prescribe what ought to 
be. Thus, because in econoniic theory men’s action in 
buying and selling is commonly assumed to be governed 
by self-inUu-cst, political economy is supposed to in- 

embedded are no doubt objoottf of uuivereity Btudy, and the unravel- 
liog of their tangled tbi'eads aSorde a valuable training, by means of 
a subjeoi-matter of unfailing interest; but it is no part of the business 
of the university to pi*ODounce ez caUtedrd upon the pulicica wliicb 
tuayfind in such narratives some iUnstratioo, but which must after 
all rest upon indeterminate and probably transitory conditions. So, 
too, the great hnanoial and industrial questions of the day supply the 
best of material for practice in the analysis of complicated problems 
and in the oolleoting and weighing of evidence; but in all this it is 
the aoqaisition of power in the dealing with problems, and not the 
solution of any practical question, that is the real matter m hand* 
The university may, and if successful in its true functions will,, 
supply scientific data for the use of all who are ooncemed in the 
'settlement of legislative and administrative questions; but when to 
these data are added the many others which form a part of the basis 
for all practical decisions, the further declaration of opinion from the 
university chair becomes an obiter dictum^ not necessary in the strict 
performance of duty, and raising some difficult questions of ezpe- 
diency ^ {QuusUrltf Journal of Mconowlei, Jnly 1891^ p. 111). 
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culoate selfishness; because many economic truths ai'e 
based on the postulate of com petition, trades-unions 
are spoken of u8 violating ecotiotnic laws; and because 
it is laid down that, in a perfect m<arket, price is deter¬ 
mined by supply and demand, the science is represented 
as teaching that price ought so to be determined. 
This kind of confusion is perhaps particularly •common 
in England where, for reasons that are to be found in 
the historical development of the science, political 
economy has to a large extent become idcnlilicd in 
the public mind with the policy of laiaser faire^. 

In order to remove this prejudice, it is most desir¬ 
able that care sboultl be taken to distinguish economic 
precepts from the theorems of the positive science upon 
which they are based. But if theoretical and practical 
enquiries are systematically merged together, the 
distinction can never be made thoroughly clear. More¬ 
over, if we profess that our treatment of the subject is 
throughout ethical, then where we do not blame we shall 
naturally be understood to approve*, or at least to ex¬ 
cuse. Actually to express on every occasion an ethical 
judgment, and in so doing to strike always the true 
note, is an impossibility. It may be added that the 
moral character of economic phenomena varies even 
when their scientific character is the same. 

^ The connexion between political economy and the doctrine of 
laittft faire is touched npon further in a note at the conclusion of 
this chapter. 


4—2 
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(3) There is a further reason why a positive science 
of political economy should receive ilistinct and in- 
depeinleut recoguition. With the advance of knowledge, 
it may be possible to come to a general agreement in 
regard to what is or what may bo in the economic 
world, sooner than any similar agreement is attainable 
in regai^ to the rules by which the economic activities 
of individuals and communities should be guided. The 
former requires only that there shall be unanimity 
as to facts; the latter may bo.prevented by conflicting 
ideals, as well as by divergent views as to the actual 
or the possible. Take, for instance, the problem of 
socialism versus individualism. Even if philosophers 
are agreed as to facts, they may still arrive at contraiy 
solutions of this problem, because they differ as to the 
true ideal of human society, and as to the comparative 
importance to be assigned, say, to the realisation of 
individual freedom. 

If politicaF economy regarded from the theoretical 
standpoint is to make good progress, it is essential that 
all extrinsic or premature sources of controversy should 
be eliminated ; and we may be sure that the more its 
principles are discussed independently of ethical and 
practical considerations, the sooner will the science 
eme^ from the contfoversial stage. The intrusion 
of ethics into economics cannot but multiply and 
perpetuate Boarce8.,of disi^reemeut. Fur if an ethical 
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treatment of economic problems i.s to be systematic 
an^ thorough, and not merely sentimental and super¬ 
ficial, fundamental ethical questions that have long 
been the subject of controversy cannot be excluded— 
such questions, for instance, as the detennination of 
a standai-d of justice, and the relation of this standard to 
the ordinary utilitarian standard. However necessary 
it may be to face these questions at a later stage, there 
is no reason why we should not have a positive science 
of economics that is independent of them. 

In tho following pages, then, it is this positive 
science that is meant by political economy when that 
term is used without further qualification*. 

At the same time, it does not follow that in pursuing 
his theoretical investigations, the ec/)nomist need con- 

^ An ft designation for the poHitive scienee, ecotwmitu or economic 
science may be preferred to poUttcal econotny^ as being leas likely to be 
used ftiDbigaouely. The name polWcal economy isf bowerer, too firmly 
established to be altogether discarded; and we, therefore, ose all three 
of the names more or less indiacnminately. It is to be added that 
whatever ambiguity attaches to political economy is beginning also to 
attaoh to the other terms. Dr Curmingbamr for instance, in his 
?^oo7Umic8 and PoUtiee Id the main understands by economics, and by 
ecoDomio science, a syetem of maxims. Economic science,he 
says, ** is wholly practical, it has no raison d'Mrc except as directing 
conduct towards a given end,” namely, the pursuit of wealQi t ^nd 
the principles of economics are accordingly described as practical 
principles (such as are embodied in the mercantile system or in the 
.system of /aisser faire) which state the means to be pursued with 
reference to this end. On the use of tho term economic politieif Mid 
for some further observations on the general subject dUenssed in this 
iietioii, compare the note on page 7B. 
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aider himself altogether precluded from indicating the 
ethical or practical significance of the theorems of fact 
which it is his primary object to fonnulate. An isola¬ 
tion of this kind is generally speaking impracticable. 
There are, indeed, .some practical questions, especially 
in currency and banking, in which economic considera¬ 
tions are of such paramount importance, and the 
connexion between theory and practice is so immediate 
and obviou.s, that the refusal to consider at once the 
practical bearing of the theoretical discussion might 
seem to be unnecessarily pedantic, and to involve 
needless repetition. All that is meant is that if moral 
judgments are expressed, or practical applications 
pointed out, they should be regarded as digreiwions, not 
as economic dicta, constituting integral and essential 
portions of economic science itself. In other words, 
the theoretical and practical enquiries should not be 
systematically combined, or merged in one another, as 
is maintained by those who declare that political 
economy is an indivisible whole of theoretical and 
practical investigations’. 

^ EcoQomiflte who take the Rtricter Tiew of eoooomio eoieoce have 
bees critioiBed an inoottsigtent beoaose after descfibing political 
economy ae a positive Bcience they generally go on to inti'odnce into 
their own treatieea a large nxuiiber of ntLical and practical pronounoe- 
menta (compare Profeaaor C. 8. Devaa on HeAtoration of 

Eoonomicfl to Ethics*’ in the international Jourital 0 / Ethte$ for 
January 1897)* There is, however^ no inconsistency, if it is made 
elei^ that each pronounoements are merely introduced incidentally 
by way of illastration and application, and if tbs writer no^er forgettf* 
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§ 4. A-pplied economics .—It is unnecessary to 
insist upon the enormous practical importance of the 
theoretical knowledge that economic science affords. 
Industrial and financial policy can be rightly directed, 
only if based upon such knowledge; and whether we 
seek to construct social ideals, or to decide upon ade¬ 
quate steps towards their attainment, an indispensable 
preliminary is a study of the economic con8eqnence.H 
likely to result from varying economic conditions. 

The question may, therefore, be raised whether, 
granting the existence of an independent economic 
science, economists should not supplement their treat¬ 
ment of this science by constructing a definite art 
of political economy, in which •maxims for practical 
guidance are explicitly formulated. 

In support of this view, it may be argued that if 
the economist is led to regard certain practical questions 
as definitely within his province, he is the more likely 
to direct his theoretical investigations into the most 
useful channels, so that they may ultimately become 
not only light-giving but also fi-uit-bearing, 

It may further be urge*! that by explicitly recog¬ 
nising the twofold character of political economy, while 
at the same time carefully distinguishing the stand¬ 
points fi’om which it becomes a science and an art 

that hU primary’ object is the investigation of facts. What we plead 
tbat there shall be no systematio oom bination of economics and 
ethics, and no ambiguity as to the nature of^^nomio laws. 
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respectively, we shall best remedy the popular mis¬ 
conception as to the true nature of economic laws*. 

Granting, however, the desirability of treating 
systematically the practical applications of economic 
science, it may be doubted whether the phrase art of 
political economy does not suggest a body of doctrine, 
definite in scope and at the same time complete in 
itself, such as is really unattainable. The practical 
applications of economic theories are many and various; 
and the precepts based upon a study of the science may 
vary, according as we take the individual, or the 
national, or the cosmopolitan point of view. Leaving 
this point on one aide, a more serious difficulty results 
from the universally recognised fact that but few 
practical problems admit of complete solution on 
economic grounds alone. It is true that in a few 
departments—such as those of currency and banking— ■ 
we may meet with cases where, having determined the 
economic consequences of a given proposal, we practically 
have before us all the data requisite for a mse decision 
in regard to its adoption or rejection. But more usually 
—when we pass, for instance, to problems of taxation, 
or to problems that concern the relatians of the State 

4 

s 

with trade* and industry, or to the general discuasion 
of communistic and socialistic schemes—it is far from 

^ Thin is one of the main gronnds giren by Profeasor Sidgwiok for 
um^iamg A diitiuot art as wdil as a tcitnce of political aoonomy 

1901, p. 896), 
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being the case that economic considerations hold the 
field exclusively. Account must also bo taken of ethical, 
social, and political considerations that lie outside the 

4 

sphere of political economy regarded os a science. 

If, therefore, the art confines itself to the practical 
applications of the science, pure and simple, its precepts 
will necessarily lack finality. They cannot be more 

I 

than conditional. At the same time, there is danger 
of their h 3 rpothetical character being forgotten, and 
of the idea consequently gaining currency, that the 
economist desires to .subordinate all considerations that 
are not purely economic. 

If, on the other hand, the art attempts a complete 
solution of practical problems, it must of necessity 
be to a large extent non-cconomic in its character, 
and its scope becomes vague and ilbdcfined. It 
may, accordingly, be objected that in attempting to 
formulate an economic art, that shall lay down absolute 
rules for the regulation of human conduct, economists 
are claiming to occupy too wide a range, and to fi-aine 
a body of so-called economic doctrine, that is really 
much more than economic, and cannot with any 
advantage be separated from general pnlitieal and 
8<»cial philosophy ^ 

^ The diAwltj of ftssigning a definite eoope to political economy, 
Gotmidered ae an art, is discussed in further detail in a note at the 
CoootusioD of this chapter. 
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The questionof recognising a definite art of political 
economy is to a certain extent a verbal one; and if all 
possible misunderstanding as to the scope of such an 
art and its relation to positive economic science can be 
r&movcd, the way in which this question is decided is 
comparatively unimportant. On the whole, however, 
it seems likely to conduce to clearness of thought to 
regard the branch of enquiry under consideration as 
forming the economic side of political philosophy, or of 
the art of legislation, or of social philosophy, as the 
cose may be, rather than as constituting a distinct art 
of political economy. In lieu of such an art, we should 
then recognise special departments of political and social 
philosophy, dealing with practical questions, in which 
economic considerations are of material importance, for 
the discussion of which, therefore, economic knowledge 
is essential, and to the treatment of which economists 
will naturally turn their attention. Adopting this 
alternative, we may still sum up the more important 
practical applications of economic science under the 
name applied economics. This term has the special 
merit that it does not suggest a definite body of 
principles with scientifically demarcated limits’. 

^ It nmnt be pointed oat» however, that the name applied econtmicM 
ie also not altogether free from For a science may be 

appU^ i& two waye: first, to tbe explanation of particalar facts i 
jSeoaodty, to afford gntdanee in matters of conduct. The term 
applied eeODorales or applied poHtioal eeooomy has indeed been 
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We may also, if we please, speak of certain of the 
practical enquiries under consideration, as the art of 
industrial legislation, the art of taxation or of State 
finance, and so on. To these phrases tthere seems to 

employed in tliree differeot sensen: (a) in the Etcnnc anggested in tho 
test; (/>) to, designate the application of economic theory to the 
interpretation and esplanation of particular economic pbenomena, 
without any necessary reference, however, to the tudntion of practical 
questions; (c) to mark off the more concrete and specialised portion b 
of economic doctrine from those more abstract doctrines that are held 
to pervade all economic reasoniug. Compare the following : 

(o) ApplUd political economy studies economic phenomena 
witli the immediate aim of providing safe rules for adniinistration, or 
of directing economic institutions so that they may conduce to the 
general welfare. Its aim is tbemfore immediately practical, since it 
does not investigate the how or whtj of certain facts, but seeks rules 
for iloinfj certain things weffr’•'■'Cossa, Guide to tiif Study of Political 
Economy, First FiOglish Edition, Fart i, Chapter 2. Compare also 
Cornewall Lewis’s diviHion of politics into pure and applied {^cihode 
of Ohiervation aiul Reasoning in Politics, Chapter 3, i 6). 

(6) ** The following essays consist in part of attempts to apply 
the principles of economic science to the solution of actual problems, 
of which those presented by the Californian and Australian gold 
diBcorerios, and by the state of land tenure in Ireland, are t))c 
most important. So much of the volume may not improperly be 
described as essays in applied political economy. The remaining 
essays deal mostly with topics of a theoretical kind.'' '^Caimes, 
Essays in Political Economy theoretical and applied, Preface. Under 
the name applied political economy, both kindM of application.s noted 
above are here had in view. 

(c) “ Currency, banking, the relations of labour and capital, those 
of landlord and tenant, paupertsm, taiLation, and tinanoe are some of 
the principal portions of applied political economy, all involving the 
same ultimate laws, manifested in most different circumstances.”— 
Jevons on The Future of Political Kcotiomy. Applied economics in 
tixip test sense constitutes wbat may ba called the concrete, aa die* 
tinguid^d from the abstract, portion of economic Mienoe itself. 



60 


POLITICAL ECONOMY AND PEACTICE, fCHAP. 


be no objection. In each case we have a distinct 
and fairly compact body of doctrine, and there is no 
implication that our data are exclusively economic. 

For the notion of one supreme art of political economy, 

* 

we should thus substitute a series of arts, in each 
of which there is a limitation to some particular 
sphere of economic activity. 

§ 5. Political economy and eiikics .—The relation 
between political economy and ethics may now be 
stated more explicitly, although this will involve 
little more than a repetition of what has been already 
indicated. We have seen that since men’s economic 
activities are determined partly by moral considerations, 
it may be necessary in positive economic science to 
take account of the operation of moral motives. It 
is not, however, the function of the science to pass 
ethical judgments; and political economy, regarded 
as a positive science, may, therefore, be said to be 
independent of ethics. 

But it is a different matter when we turn to the 
applications of economic science to practice, that is, 
to applied economics; for no solution of a practical 
problem, relating to human conduct, can be regarded as 
complete, until its ethical aspects have been considered. 
It is clear, accordingly, that practical discussions of ah 
epDqomie character cannot be isolated from 
'4ii^pt in ^ thh^aim is merely to point 


etjpics, 
out the 
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practical bearing of economic facts, without any attempt 
to lay down absolute rules of conduct. It may be 
added that although in the past there may have been a 
tendency with a certain school of economists to attempt 
the solution of practical economic questions without 
adequate recognition of their ethical aspects, there is, 
at the present time, no such tendency discernible 
amongst economists who have any claim to speak with 
authority. 

Here, then, is the third of those subdivisions of 
economic enquiry in the widest sense, which we begun 
by distinguishing from one another. In logical order, 
this division stands intermediate between the two 
others—between the positive science, that is to say, 
and the so-called art. It may be regarded as a branch 
of applied ethics, and may perhaps be called the ethics 
of political economy. in it the functions of the 
economist and the moralist are combined, the general 
principles of social morality being considered in their 
special bearing on economic activities’. 

In pursuing this enquiry, our object is scientifically 
to define men’s duties in their economic relations 


^ ^ difltiiictiozi xtiAy be drftwn between the pabiio A.nd th^ piivAto 
^hio8 of political economy^ As aa illostration of doctriDOs belonging 
to the latter oategoi 7 , aiteniion may be called to a volume of eermona 
bj Ur W- Biohmond entitled Chriitian Econtmiet. Compare also 
Qr CnsnlnghaiD on the Ethict of Inveitment in the Economic 
RtPiiw for Janoaij 1891. 
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one with another, and, above all, the duties of society, 
in so far as it can by its action control or mudily 
economic conditions. In other words, wc seek to 
dctoriaiue standards, whereby judgment may be passed 
on those economic activities, whose character and 
consequences have been established by our previous 
investigation of economic facts. Wo seek, moreover, 
to determine ideals in regard to the production and 
the distribution of wealth, so as best to satisfy the 
demands of justioe and morality. It is subsequently 
the function of applied economics, or of the so-called 
art of political economy, to enquire how nearly the 
ideal is capable of being attained, and by what 
moans; and to determine how, subject to the above 
condition, the greatest aggregate happiness may be 
made to result Irom the least expenditure of effort. 

As an illustration, it may be pointed out that 
the many problems raised by inedieval moralists, in 
connexion with tbe^question as to what constitutes a 
just pf'ice, belong to the ethics of political economy. 
For instance,—Is it right to sell a thing for more than 
it is worth ? Is it right to sell a thing which is not 

of the substance or me^ure or quality it professes to 

« • 

be ? Is the seller bound to reveal a fault in an 
article? Is it right in trade to buy cheap and sell 
dear? The modern doctrine that, under a system of 
^ t$ 9 irdhgbgoing oompetition, normal value is determined 
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by cost of production is, on the other hand, a doctrine 
that belongs to positive science. -The true solution 
of the ethical question, as to what constitute.s a just 
price, may of course be held to be that competitive 
price will be a just price, if only it can be guaranteed 
that the competition is really free and effective on 
the part of all concerned. Or it may be held that, 
while this is not an ideally just price, no juster price 
is practically attainable. But these doctrines are in 
no way implied in the ordinary doctrine of cost of 
production as the regulator of normal value. 

§ 6. Methodological importance of the distwetions 
indicated in this chapter .—We may conclude the present 
chapter by brieOy pointing out the methodological 
importance of the distinctions that have been indicated. 
The main point to notice is that the endeavour to 
merge questions of what ought to be with questions 
of what is tends to confuse, not only economic dis¬ 
cussions themselves, but also discussions about economic 
method. The relative value to be attached to different 
methods of investigation is very different, according as 
we take the ethical and practical standpoint, or the 
^rely scientific standpoint Thus it would be generally 
agreed that, in dealing with practical questions, an 
abstract method of treatment avails less and carries us 
much less far than when we are dealing with theoretical 
questions. In other words, in dealing with the former 
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class of questions, we are to a greatei* extent dependent 
upon history and kiductive generalization. 

I 

Again, while economic uniformities and economic 
precepts are both, in many cases, relative to particular 
states of society, the general relativity of the latter 
may bo affirmed with less qualification than that of the 
former. " Political economy," says Sir James Steuart, 
and by this he means the art of political economy, 
“ in each country must necessarily be different"; and, 
so far as practical questions are concerned, this is 
hardly too strong a statement. On such questions 
there is nearly always something to be said on both 
sides, so that practical decisions can be arrived at only 
by weighing counter-arguments one against another. 
But the relative force of these arguments is almost 
certain to vary with varying conditions. Hence, in 
general, a given economic policy can be definitely 
formulated only for nations having particular economic 
surroundings, and having reached a certain stage of 
economic development. Applied to nations nob simi¬ 
larly situated, the policy is likely at le^t to require 
modification. It la even possible that what is excellent 
for a given nation at a given time may be activefy 
mbohievouB and injurious fm* another nation, or for the 


nation at a different period of its eooBomio 

< . • ' 

Jliltoiy, Pt follows, similarly, that the value of the 
lumimnk iiulilttttloiu of the past cannot aiiequately be 
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judged by reference to existing conditions alone. We 
are not here denying the relativity of economic 
theorems, but merely affirming the greater relativity 
of economic precepts. Unless the distinction between 
theorems and precepts is carefully borne in mind, the 
relativity of the former is likely to be over-stated. 

It is because differences of this kind are often over¬ 
looked that divergences of view on questions of method 
become exaggerated. In the controversies that ensue, 
one set of disputants is thinking mainly of theoretical 
problems, while the other set is thinking mainly of 
practical problems; and hence each in tuni is liable to 
commit the fallacy of igntjraiio elenchi. 

Again, because economics is' regarded as wholly 
practical, some writers have been led erroneously to 
deny that any economic doctrines admit of definite or 
exact expression. It is implied that the study cannot 
yield anything more than a useful collection of rules, 

having a restricted validity and application, and subject 

% 

to numerous limitations and exceptions. Even if it 
be granted that this description is not altogether in¬ 
applicable to political economy conceived as an art, it 
is obviously a fallacy to assume, without having made 
any clear distinction between them, that what is true of 
economic precepts is equally tme of economic theorems. 

The frequency of errors such as these must be our 
exdUse for treating in so much detail the distinctions 
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indicated in the present chapter. The chapters that 
follow relate almost exclusively to the scope of political 
economy conceived as a poaitivo science, and to the 
methods whereby the theorems of this science arc to be 
established. 



NOTES TO CHAPTER II. 

A. On Political Economy and Jjaisaer Faira. 

Tub connexion between political economy and lainaer 
faira may be diacussed from two different points of view, 
which are not always oh clearly distinguished as they should 
be. There is, first, tlio connexion between political eco¬ 
nomy and Iniemr /airf considered as an assumption or 
basis of reasoning; there is, sepondly, the connexion lie- 
tween political economy and laitner fain considered os a 
maxim or rule of conduct. 

(1) Abstract economic doctrines are for the most part 
based upon the assumption of free competition and absence 
of government interference. Tins assumption may indeed be 
said to have occupied a central position in the development 
of economic theories during the last hundred and twenty 
years. There are two reasons why this has been so. One 
is to be found in the general principle of reasoning that it 
is best to take the simplest coses first. If we can accurately 
determine what will ensue under conditions of economic 
fripdom, we shall be the better able to deal subsequently 
with more complicated cases, and to estimate the influence 
exerted by various interfering agencies. The second reason 
‘ is that iti modem economic societies hiater Ja^ has been 

6—2 
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as a matter of fact the general rule. ConcIusionB^ there* 
fore^ baaed on the assumption of non-interferenoe have 
more nearly corr^ponded with the actual facts of modem 
industry than any conclusions obtained from other equally 
simple hypotheses could have done. 

Beyond this^ however, there is no essentially necc&sar}' 
connexion between political economy and lai9$er faire 
regarded as a basis of reasoning. Economists recognise 
that in certain states of society, actual or possible, the 
conditions are so different from those of modern industry 
that conclusions depending on the hypothesis of non¬ 
interference are not even approximately applicable. 'iSore- 
over, iu. relation to modem economic phenomena themselves, 
it becomes necessary ultimately to deal with more complex 
problems in which various interferences with thorough¬ 
going competition have to be taken into account. The 
assumption of laisser faire represents, therefore, only a 
preliminary stage, and by its aid we traverse only a portion 

of the ground that has to be covered in the course of our 

% , * 

economic reasonings. 

A little reflection will shew that it is far from being the 
cose that political economy always presupposes the absence 
of government interference. It investigates the effects of 
mcport and import duties, of bounties, and of state-created 
monopolies—such as the opium monopoly in Bengal. It 
seeks to determine the influence exerted on wages by the 
existence of poor relief guaranteed by the State. In nearly 
all modem currency discussions—as, for instance, tUpse 
rating to bimetallism or the regulation of ccmvertible paper 
vboirencies—the whole atgument is so far from being based 
!'Sn ikB assumption of laiseer Jairef tluit everything turns on 
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the supposition that some control over the currency is 
exercised by governments. In short, wherev'er government 
intervention becomes a prominent factor, the economist 
recognises and discusses the influence exerted by it; and if 
in the future the part played by the State in economic 
affairs is extended, account will have to be taken of the 
fact ill current political economy. 

A contrast is sometimes drawn between a socialistic 
and an economic state of society; but when the distinction 
is thus expressed, the term economic is not used in the 
sense given to it by economists themselves. It is true that 
in a purely communistic society a good deal of ordinary 
economic theory relating to distribution and exchange 
would be irrelevant or inapplicable. But although in 
such a society men’s economic activities would be in cer¬ 
tain directions controlled, they would clearly not be anni¬ 
hilated ; and a scientific discussion of economic phenomena 
would, therefore, be by no means unnecessary. The func¬ 
tions of capital and the manner of its co-operation with 
labour would, for example, still require elucidation. Cost 
of production would still admit of analysis, and we should 
still have the phenomena of increasing and diminishing 
returns. We should indeed still have the phenomenon of 
rent, meaning thereby the difference between cost of pro¬ 
duction under more favourable and under less favourable 
circumstances. 

^Schemes of socialism, moreover, as distinguished from 
pure communism, do not neoessarily involve the entire 
abolition of free exchange. Under such schemes, therefore, 
a theory of exchange wonld still be required. And unless 
our sooialistiQ community were isolated from all others 
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there would still remam for discussion extremely complicated 
questions of foreign trade wd international exchanges. 

We may be sure, finally, that if some of the old eco¬ 
nomic phenomena were to become obsolete, new ones would 
arise demanding scientific treatment. 

While then a contrast may be drawn between, our 
current political economy in so far as it is specially 
designed to elucidate the existing economic order, and the 
form that the science would be likely to assume in so far 
as specially designed to elucidate the phenomena of a 
socialistic society, it is clearly erroneous to imagine thi^ 
the triumph of socialism would mean the extinction of 
political economy os a science. 

(2) We may pass to a consideration of the connexion 
between political economy and laifgfr fairt regarded as a 
maxim of conduct The question is quite distinct from that 
which we have just been discussing. For it is clear that 
we may on the one hand work out the consequences of 
laigsKr faire with the very ol^ect of discrediting it as a 
practical principle; or that we may on the other hand 
i^acf^ise the necessity of investigating the economic effects 
of government interference, while deploring the fact that 
instanoes of such interference are ever to be met with. 

^Nevertheless the questions are not unfrequently con¬ 
fused together, and becatzse lai$$er faire is a ctunmon 
economic postulate it is 8upp(»ed to be a necessary 
eooncmiic precept. This confusion of thought has been 
encouraged the circumstMioe that, until comparatively 
Ireeeiltly,- the leading modem writers on the science have 
in their practical teaching expressly advocated a general 
{Mdioy ci non-inteeferenoe with toade and ituinstry. Hence, 
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starting with the conception of political economy as the 
general art of legislation in matters relating to wealth, the 
public have come to identify it with the particular system 
of reducing government interference to a minimtnn; and 
the maxim of natural liberty—that everyone should be 
left free to use his mind, his body, and his property in 
the manner he deems best for himself-^-is often regarded as 
the fundamental economic axiom. 

Political economy being thus transformed into a dog¬ 
matic creed, the worth of the study itself is measured 
by the degree of acceptance accorded to this creed. So 
comipon is the identification of political economy with 
the principle of non-interference that rarely do we 
find any professed attack on the former that does not on 
analysis resolve itself mainly intp an attack on the latter. 
Compare, for instance, Dr Hutchison Stirling’s vigorous 
diatribe in his Stent of Similarly, when people 

talk about political economy being exploded and becoming 
a thing of the past, all they mean is that laiuner fain is 
ceasing to be an accepted maxim. On refiection it is clear 
that there is an inherent absurdity in attacking politicai 
Economy as distinct from any particular system of political 
economy. For if particular systenrs' are exploded, that 
only necessitates their l>eing replaced by some other 
system. 

Eegarding political economy as a positive science, it 
is of course clear that neither lainaer fain nor any other 
maxim of conduct can form an integral poitiAi of its 
teaching. Hence the advocacy of a policy of lainer foArt 

* Volume 9, k>. 869,11. Oompare, also, Oarijrle's rarioue atUdm 
upon poUiloal economy. 



72 


POLITICAL BCONOMr 


[chap, il 


' by individual econouiiats, based though it may be on their 
inlerpretatiou of economic truthn, belongs at any rate to 
applied ecoiiomicH* It has been said above that the leading 
English economists have in their practical wiitings been as 
a rule in favour of laUser /aire. Looking a little closer, 
however, we find that their advocacy of the principle is at 
any rate accompan]e<l by numerous qualifications and excep¬ 
tions. They do not regard it as an axiomatic and inexorable 
formula by which all particular proposals may be finally 
tested, but as a practical conclusion whose validity in 
every case depends on particular circumstances ^ 

Adam Smith, for example, holds that besides maintain¬ 
ing such public institutions as are necessary for defence 
and the administration of justice, it is the duty of govern¬ 
ments to maintain certain institutions for facilitating com¬ 
merce and promoting education. ^^The third and last 
duty of the sovereign or commonwealth,'' he remarks, 
that of erecting and maintaining those public institutions 
and those public works, which though they may be in ti)e 
highest degree advsntageous to a great society, are, how¬ 
ever, of such a nature, that the profit could never repiy 
the expense to any individual, or small number of indi¬ 
viduals ; and which it, therefore, cannot be expected that 
any individual, or small number of individuals, should 
erect or maintain." He moreover admits exceptions to a 

I •• Let as remember,’* ssys Cairnes, ** that lAii$er /aire >b a prae~ 
tieai ruUfjuid x&oi a dootriae of ecienoe; a rule in the maio sound, 
but like meat other sound practical rules, liable to namerous excep¬ 
tions I above all, a rule which must never for a moment be allowed 
to stand in the ws^ of the candid consideration of any promising 
proposal of aoeial or industrial reform ” {E$$ay$ in Political £eonom^^ 
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policy of free trader for he ^pHcitly recognises certain 
cases in which protection to native industry is desirable, 
and other cases in which it may rightly be a matter of 
deliberation ‘*how far it is proper to continue the free 
importation of certain foreign goods,” or ^*how far, or in 
what manner, it may be proper to restore that free im¬ 
portation, after it has been for some time interrupted.” 
There are other instances in which he justifies interference. 
<‘The law,” he says, which obliges the masters in several 
different trades to pay their workmen in money, and not in 
goods, ia quite just and equitable.” Again, while allowing 
that any regulations affecting the note issues of a country 
may be regarded as some respect a violation of natural 
liberty,” he nevertheless considers that certain regulations 
of the kind may be justified on the ground that ^Hhose 
exertions of the natural liberty of a few individuals, which 
might endanger the security of the whole society, are, and 
ought to be, restrained by the laws of all governments; of 
the most free, as well as of the most despotical.”' 

Turning to Malthus, we find in the ranks of leading 
English economists a defender of the com laws. Kicardo 
indeed touched only to a small extent on the economic 
functions of the State; but M'Culloch, who is usually 

^ On Adam Smithes attitude towards lau$erfaire, compare Sidgwiok, 
Seop4 and Method of Economic Science^ pp. 5—7. “ To attribute to 
Adam Smith,’’ says Dr Sidgwick, a dogmatic theory of the natural 
rigbt of the isdividual to absolute in^uatrial independenoe—as some 
xeoent Oerman writers are disposed* to do—is to constrnct the history 
of economic doctrines from one’s inner conseiouaseBs.*’ Compare, 
alsoi* Professor Nicholson’s editioD of the H'eaUh 0 / Nations^ lotro* 
duo^|y Essay, pp. 14—18, and Rae, Contemporary SocialUm, 1891^' 
.pp.85&—859. 
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looked upou at) one of the naitowest of Bicardo's disciples, 
definitely advocated government interference in certain 
directions', and J. 8 Mill’s long list of exceptions to the rule 
of laiMcr/ain is well known. Coming to quite recent writers 
there is still less justification for the notion of an essential 
and necessary connexion between political economy and the 
principle of non-interference. One of the distinguishing 
marks of a powerful school of economists at the present 
time is the definite repudiation of this pnnciple, and even 
those, who find in the study of economics most weighty 
arguments against protective and against socialist legisla* 
tion, would still never think of setting up the acceptance 
of a policy of unrestricted freedom of trade and Industry as 
a test of economic orthodoxy. 


B. On the Scope of Political Economy 

CONvSIDERKD AS AN ArT. 


Sous of the difficulties, which arise in the endeavour to 
determine the srope of poliUcal economy considered as an 
art, have been briefly indicated in the preceding chapter. 
In this note they will be discussed in somewhat further 
detail Questions may be raised in r^rd to, first, the 
range of well-being contemplated by the art ) and, secondly, 
the precise nature of the ideal at which it aims, 

(1) Under the first of the above heads it may be asked 
whether the aim of the economic art is individual or social; 
and wbetber vt is nationa\ or ooftmopoUtan. 


1^, *--44A I W 

' tunvxMj, see iUs.«». pp. aflO-r^T#. 
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(a) It is clear that individuals as well as societies may 
in their own interests turn to aouount their study of 
economic science. The monopolist may derive practical 
guidance £n>m the treatment of monopoly-value, the 
manufacturer from the discussion of over-production and 
industrial depression; the banker from the enquiry into 
the conditions under which ciises lend to liecome periodic; 
the trades-unionist from the analysis of the conditions 
favourable to the success of a strike. We might, accord¬ 
ingly, recognise a branch of the economic art, concerned 
with the principles according to which private persons 
should be guided in the pursuit of their own eeonomic 
interests. There are, moreover, technical arts, such as the 
art of banking, which are to some extent based on economic 
science, but whose aim cannot be described as social. 

It is, however, generally agreed by those who advocate 
the recognition of an art of political economy that it aims 
at some result that is desirable, not merely from the 
point of view of any given individual, but from the point 
of view of society taken as a whole. It is not regarded as 
an art of getting rich, or as an art of speculation, or as an 
art of investment, or as professing to indicate how producers 
should organize and carry on their business, in order to 
make their proBts as great as possible. The art of political 
economy is, in other words, not identitted with the whole of 
the practical applications of eeonomic science'. 

X A. minor question moy hore be raided, namely, wbetbar in ao for 
aa the of the eoonoxmo art ib social, it is oonosmed srhoUj' 'with 
l^gisIatiOD. H. de IjSTel^e dsAnes pc^tioal economy as detenaiedng 
** what laws mcD on^t to adopt in order that they may, wltii the least 
pairibU > ai^on, procore the greatest abandanoe of things lUeAil 

ttm satiabottoo of tfa^ wa&ts}. may distnbode them joatiy^ Ud 
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(6) Assuming that the aim of the economic art is social, 
not individual, the further question may be asked, whether 
it aims merely at national prosperity and national greatness, 
or at some result that is desirable for the whole human 
race. Thin point is suggested by List’s distinction between 
political economy and tosniopoliiicaJ econcymy. He regards 
the former as limiting its teaching to the enquiry how a 
yive^i nation can obtain (under the e^cisting conditions of 
the world) prosperity, civilization, and power, by means of 
agriculture, industry, and commerce ”; while the latter 
teaches how the entire human race may attain pros¬ 
perity.*^* 

oooBume them rationsUy ** {EUniaU$ o/PolUicnl Kconomy, g 2). The 
depaxtmentfl of economic practice here hsd in view are clearly of the 
utmost importance; and there maj be good grounds for giving a 
separate recognition to what may bo called the art of State finance, 
and the art of indostrial legislaUon. The former of these would jn* 
olnde a discussion of the general prineiples of taxation and of national 
debts from the practical standpoint The latter would enquire how 
far and in what manner any State regulation of trade and industry is 
to be recommended. The art of political economy is. however, more 
usually regarded as having a wider scope than either of these. It 
may, for instSDco, in the matter of private almagiviug claim in the 
interests of society to formulate maxims for individual guidance; or. 
with a view to the more equitable distribution of wealth, it may advo- 
cate the voluntary adop^on of the co-operative principle or of profit- 
sharing ; or, accepting as iU function a high moral task, It may seek 
in various ways to influence the economic activities of individuals so 
as to bring them into harmony with sound economic morality and 
secure the supremacy of right habits and customs in industrUl life. 

^ The Kntional System of PoliHcal Economy (Sampson Lloyd’s 
translation), p» 112. It is recognised by other economists besides 
Iiist-r'lncludiBg some distinctly free trade economists—that the general 
proUem of free trade and protection needs to be handled somewhat 
diSetently aopording aa the national or the cosmopolitan stan^nrint 
is adopted. 
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It is true that cases of conflict between the precepts of 
tlie two arts here indicated are not likely to be frequent. 
But if it is maintained that no real conflict can ever occur, 
attention may l>e called to certain problems connected with 
emigration and immigration, and with export and import 
duties. J. S. Mill points out cases in which it is possible for 
a country to gain at the expense of other countries by the 
imposition of export duties. The opium trade between India 
and China afTords an actual imtance in which a country 
raises a largo revenue from foreigners by means of what is 
practically a tax on exports. ‘‘ It is certain, however/* 
Mill adds, taking the cosmopolitan standpoint, what¬ 

ever we gain is lost by somebody else, and there is the 
ex})euNe of the collection besides: if international morality, 
therefore, were rightly understood and acted upon, such 
taxes, as being contrary to the universal weal, would not 
exist.” ‘ Further, in reference to the question of restricting 
the exportation of machinery, Mill observes that even if 
by such means a country might individually gain, the policy 
would still in his opinion be unjustifiable on the score of 
international morality. ‘*It is evidently,” he says, “the 
common interest of all nations that each of them should 
abstain from every measure by which the aggregate wealth 
of the commercial world would be diminished, although of 
this smaller sum total it might thereby be enabled to attract 
to itself a larger share.”’ 

Since then a conflict is sometimes possible, it behoves 
the exponent of the economic art to make clear his view as 
to what the aim of the art really is. Perhaps the most 

^ UnseUkd QtMtiom 0 /Political Economy, p. 2fi. 

’ Op* eU4f p. 31* 
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obviou8 solution to recognise, as List suggests, tvo distinct 
arts—an art of cotHiwpolita/n economy, and an art of national 
economy. The precepts of the former might often require 
modification to suit the special circumstHnces of different 
nations, but it would be cosmopolitan in .the sense that it 
would have regard to the welhbeing of the greatest number, 
irrespective of nationality. The latter would deliberately 
sacrifice the interests of other nations, if they happened 
to be in conflict with those of the nation specially under 
consideration. 

(2) A more fundamental question in regard to tiio 
scope of political economy considered as an art relates to 
the nature of the ideal at which it aims, (a) Does it seek 
merely to point out the laws, and institutions, and eco¬ 
nomic habits, that are most favourable to the production 
and accumulation of wealth) (&) Or does it enquire 
further by what means an ideally just distribution of 
wealth may be attained 1 (c) Or does it widen its range 
still further, and^ask how ail economic activities both of 
the State and of individuals should be moulded, with a 
view to the general well-being in the fullest and broadest 
sense ? This last alternative represents the prevailing view 
amongst German economists^. 

^ The first of the three euquirieB indicated in this paragraph is 
sometimes spoken of as economic and the third as ecdal 

politics. Compare Pierson, Principlet oj EconamicSi Introduction, g 1. 
Dr Pierson himself holds that a clear boundary line can be drawn 
between economics and social politico, but not between eeenomicB and 
aeoncmic politics. Indeed he defines ecimomics as ** the science which 
teaphes us what roks mankind should observe in order to advance 
in material prosperity.’’ His main grounds for refusing to recognise 
any distinetkm between economic politics and eoonomios itself are 
that the object of the study of economics is to throw light on queatioui 
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(a) If the end at which the art of political economy 
aims ifl simply the increased production of wealth, its scope 
is certainly definite, and the data upon which its conclu¬ 
sions are based belon;; exclusively to economic science. 
Since, however, the production of wealth in not tho sole 
or supreme end that a society will have in view in framing 
its laws and shaping its institutions, the economic art so 
conceived can lay down no absolute or final rules. It can 
only speak conditionally, and say that in ho far as the iii* 
creased production or aoouujulation of wealtli is concerned, 
such and such a line of action should be adopted. Hence, 
before deciding to act upon the hypothetical precepts of 
political ocouomy (so interpreted), it is necessary to enquire 
how far they are consistent with other social aiujis, and liow 

of a practical nature, and that the precepts of economic politics are 
nothing more than a recapitulation of the conclusions arrived at by 
economics conceived as a positive science. At the same time, Dr Pierson 
admits that the precepts of economics are always of a oonditional nature. 
The argument in the preceding chapter has been partly directed against 
idcutifying economics with social politics, and so far we arc in agree¬ 
ment with Dr Pierson. But we have also argued against bis view of 
the scope of economics whereby economics and economic politics are 
identified. It may be added that although there are some cases in 
which the difference between the uniformities of economic science and 
the precepts of so-called economic polities may not unfairly be 
described as a mere difference between statements in the indicative 
mood and statements in the imperative, there are bthers in which the 
theoretical statements do not admit of being immediately transformed 
into corresponding imperatives. This applies to the most funda¬ 
mental principles of economios, such as the laws determining market 
and normal value, the law of rent, the principles determining the 
value of money, and so on. Eves in such an enquiry as the inci* 
det^ of a given tax. the rei;iilt cannot, generally speaking, be 
immediately made the basis of an imperative. This seems decisive 
as against ^fining economies as a system of rules of conduct. 
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far they satisfy the claiiDs of justice. Wherever there is 
conflict, atj appeal must i)e made to some other and higher 
authority. This authority must deUTmine to what extent 
each set of conuiderations shall bo subordinated to the 
others. 

It seems a doubtful gain to construct a defluite arti of 
political economy in this sense. For inasniuch as the 
science of economics itself contains all the inforomtion that 
is requisite, it will sutE'ce to call attention to the practical 
bearing of its theorems, without HystomaticaDy converting 
tlieni into precepts. To framo a definite 85 rstem of precepts, 
having regard entirely to the increased production of wealth, 
can indeed hardly fail to give rise to niisapprehension. As 
a matter of fact, political economy has not unfrequently 
}>een subjected to startling luisrepiosentations, because it 
has first been identified with the art of making wealth a 
maximum, and then the necessarily hypothetical chanicter 
of such an art has been forgotten. It is of little use to 
protest that economic precepts are not necessarily to bo 
acted upon. If we have once formulated maxims of policy, 
and proclaimed that economic principles are <lirecbly prac* 
tical, the impression tliat economists desire to subordinate 
all considerations to the increase of wealth will certainly 
be encouraged. If, however, it can be made clear that eco¬ 
nomic principles ax-e in themselves positive, and that, whilst 
economics shews, amongst other things, bow laws and 
institutions influence the production and accumulation of 
wealth, still it does not itself base any rules of action upon 
such knowledge, but merely places the results of its investi¬ 
gations at the service of the legislator and the social 
reformer, to be by them duly weighed and considered, then 
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tUc chance of nuch midapprehexision will at any rate be 
retluced to a minimum. 

(b) According to Pi'ofesHor Sidgwick, “wo may take 
the subject of political economy considered as an art to in¬ 
clude, besides the theoiy of provision for governmental ex¬ 
penditure, (1) the art of making the proportion of produce 
to population a maximum,...and (2) the art of rightly 
distributing produce among members of the community, 
whether on any principle of equity or Justice, or on the 
economic principle of making the whole produce as useful 
as possible.’’^ This conception of the economic art is 
broader than that discussed above. But it seems to go 
either too far or else not quite far enough. For we pass 
outside the boundary of e(M)Domic considerations in the 
narrowest sense, taking account also of considenitions of 
justice j and yet our maxims will still be, in some cases, 

only conditional. Thoy cannot claim to be absolute, until 

11% 

we have taken into account all classes <»£ cnnHiderati(>ns 
that may in any way hi*. j>ertinent. In frundng maxims 
of taxation and State finance, for example, jxditical hticI 
social aims have to be borne in mind as well as equitable 
and strictly economic aims. The same may be said of free 
trade or protectionist maxims. Again, in seeking to deter¬ 
mine what is the ideal distribution of wealth, we ought to 
consider not merely the relation of distribution to desert, 
but also the manner in which methods of distribution affect 
the various other elements of social well-being. The indi¬ 
vidualistic organization of industry is by scmie writers con¬ 
demned on the ground of the anti-social spirit engendered 
by the competitive struggle. On the other hand, the so- 



^ Pfincipki oJ\toUlic<U Kam/fmy, 1001. p. 397. 

‘ 6 
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cialistio organization of industry is by a different set of 
writers uondeumed on the ground that it hinders t)ie reali¬ 
zation of individual freedom, and the development of indi¬ 
vidual character. Botl) these arguments are independent 
of the effect of socialism and individualism on the produc¬ 
tion and distribution of wealth. 

(e) According to the third conception of the economic 
art, its aim is to direct the economic activities of the 
State and of individuals, with a view to the complotest 
realization of social well-being. Political economy/' says 
Professor Schonberg, representing the view of the dominant 
German school, as well as his own view, **does not ask 
primarily whether the greatest possible amount of wealth is 
produced, but rather how men live, how far through their 
economic activity the moral aims of life ai'e fnlhlied, and 
how far the demands of justice, humanity, and morality are 
satisfied,"^ Professor Ely, taking a similar view, and 
writing on behalf of the so-called *^new school’^ of economists 
in the United States, describes the ideal of political economy 
as most perfect development of all human faculties in 
each iudivididuat, Vhich can be attained.*’ The aim, he goes 
on to say, is such a production, and such a distribution, of 
economic goods as must in the highest practicable degree 
subserve the end and puiposo of human existence for all 
members of society.”* The end had in view is now the 
supreme end for which a society exists, and every question 
that arises is to be considered from all sides, and not from 
a single point of view. The rules laid down will accord¬ 
ingly be no longer conditional, but absolute, at any rate in 

^ Hantibuch d^r poUtiich^n OfkimpmUi Die Volkewirthtcha/t, § 9. 

^ Science Economic DiMCueeioUf p. 50. 
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relation to tl)e particular country or st^ite of <uvilization 
under discusHion. 

1 'hc above corrcHponds witi) tlic nttitiule that the great 
majonty of economists of all schools have at leant desii'ed 
to take, so far as they have attempted a complet/O solution 
of practical problems for social purposes. The conception 
seems, moreover, to raise the eecnouiist to a position of 
greater importance than he can occupy, so long os he limits 
himself to purely theoretical investigations or merely con¬ 
ditional precepts. But does he not herein become a good 
deal more than an economists He will certainly need for 
his scientific basis very much more than economic science 
can by itself afford, for he must be a student of j>olitical 
and social science in the widest sense. He must also solve 
fundamental problems of social morality. We have, in 
fact, no exception to the general rule that arts, claiming to 
lay down absolute rules, cannot Ins based exclusively on 
single theoretical sciences. 

We are, accordingly, led to the conclusion, indicated in 
the preceding chapter, that a definitive art of political 
economy, which attempts to lay down absolute rules for 
the regulation of human conduct, will have vaguely defined 
limits, and be largely nnn-econoiuic iu character. 


6—2 



CHAPTER III. 


ON THE CHARACTER AND DEFINITION OF POLITICAL 
ECONOMY REGARDED AS A POSITIVE SCIENCE. 

§ 1. Political economy and physical science .— 
Inasmuch as the production of material wealth is 
dependent largely upon physical conditions, it may 
be asked whether political economy does not partake 
to some extent of the nature of physical science. This 
question is, however, to be answered in the negative, 
on the ground that while the science has to take 
account of the operation of physical laws, it is still 
concerned with them only indirectly; such laws do 
not constitute its subject-matter. It does not, for 
instance, seek to establish or explain the physical 
laws diat are involved in agriculture or mining or 
manufacture. This is the functiem of such sciences 
as mechanics, chemistry, geology, and the science of 
agriculture. The only concern of political economy 
with these laws is that it assumes certain of them as 
premisses or data, and makes them the basis of its 
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own reasonings, tracing the influence which they 
oxort in moniding and modifying men’s economic 
activities. Thus even the law of diminishing return 
from land, regarded as a bare physical fact, is hardly 
to be considered a true economic law, although' it 
no doubt occupies a unique position amongst the 
physical prolegomena of economic science. Its eco¬ 
nomic impox'tance consists in its relation to the 
productiveness of human labour as applied to laud, 
and in its consequent influence upon the distribution 
and exchange of wealth. If economists are led into 
giving fuller details about agriculture than they usually 
give about processes of manufacture, it is because, 
from this point of view, the importance of the above 
law is exceptionally great. 

The relation of political economy to the physical 
sciences is then simply this, that it presupposes them ; 
it is sometimes concerned with physical laws as pre¬ 
misses, but never as conclusions. 

Accordingly when the production of wealth is said 
to be one of the great departments of economic science, 
reference is made primarily to what may be called 
the social laws of the production of wealth (i.e., to the 
various influences exerted on production by division of 
labour, foreign trade, methods of distribution, and so 
forth), rather than to the physical processes by whose 
£ud production is carried on. The physical roquiaitos 
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of the production of wealth need to be summariaed 
in their broadest outlines; but the science is not 
directly concerned with the technique of different 
trades and occu]’>ations. Again, whilst economists 
recognise the physical conditions affecting men’s 
economic efficiency, the iinmediatc effects of these 
conditions are accepted jw facts fr«mi physiology and 
other sciences; it is only in so far as they indirectly 
affect or arc affected by the s(x:ial facts of wealth 
that economic science itself investigates thorn. 

The differentia* of economic laws, as contrasted 
with purely physical laws, consists in the fact that the 
former imply voluntary human action'. The forces of 
competition are, indeed, sometimes spoken of as if 
they were themselves mechanical and automatic in 
their operation. But, as we have already had occasion 
to remark, this is not the case. When, for instance, we 
speak of the price of a commodity as determined by 
supply and demand, we mean by supply not the total 
amount in existence, but the amount offered for sale 
by holders of the commodity ; and it is clear that in 

1 *** Various laws of nature have to be considered in connexion with 
human economy, but these are not economic laws. By the latter we 
understand laws of eeonomic facts. An economic fact is not a pheno^ 
menon of the natural, material world. It originates when in some 
way man, as an intelligent being with free will, enters actively into 
co-operation with natural phenomena^ for the purpose of satisfying 
human needs.’*—Bohbnberg, Handhueh der poHiUcken Oekoiiomie^ DU 
yoikiioirthichaft, 8 13. 
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this sense supply, equally with demand, is dependent 
upon human judgment and will. 

§ 2. Political ecomitiy and psychology .—In order to 
mark otF political economy from the physical sciences, 
it is spoken of sometimes a moral science, sometimes 
as a social science. Of these descriptions, the latter is 
to be preferred. The term moral science is, to begin 
with, not free from an>biguity. This term is no doubt 
Hoinctimes used in a broad sense as including all the 
seiMirate sciences that treat of mjui in his subjective 
capacity, that is, as a being who feels, thinks, and wills. 
But more frequently it is used as a synonym for ethics; 
and hence to speak of economic science as a moral 
science is likely to obscure its positive character’. 

But the above is not the only reason why it is 
better not to describe political economy simply as 
a moral science. The sciences that relate to man fall 
into two subdivisions—those that are concerned with 
man in his purely individual capacity, and those that 
are concerned with him principally as a member of 
society. Political economy belongs to the latter of 
these subdivisions. It is true that some of the problems 
discussed by the science—those relating, for example, 
to the functions of capital—would arise in a more 
or less rudimentary form in relation to an isolated 

^ Compare what baii been said iu the preceding chapter as to tho 
relation of political economy to ethics. 
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individual; and it is SpCcordingly possible to ilbistrate 
certain elementary economic principles by reference ^ 
the conduct of a Robinson Crus*>e. As soon, however, 
as we axlvance beyond the threshold of the science, 
it' becomes necessary to regaitl human beings, not in 
isolation, but as members of associated commnuitics 
including others besides themselves. The most pro¬ 
minent characteristic of actual economic life is the 
relation of iiiutnat dependence that subsists between 
different individuals; and political economy may be 
said to be essentially concerned with economic life as 
a special fispcct of social life. 

Political economy should then be described as a 
social, rather than as a moral or psychological, science. 
It presupposes psychology just us it pi-osupposcs the 
physical sciences, and the natural stai’tiug point for 
the economist in his more abstract enquiries is a 
consideration of the motives by which individuals are 
usually influenced in their economic relations; but the 

f 

science is not therefore a branch of psychology. The 
bare facts that other things being equal men prefer a 
greater to a smaller gain, that under certain conditious 
they will forego present for the sake of future gratifi¬ 
cations, uid the like, are psychological facts of great 
e(^uomic itqportance. But they are assumed by the 
economist, not establish^ by him. He does not seek to 
explain or analyse them; nor does he investigate all the 
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consequences to which they lead. Elconoinic laws in 
^tha strict sense are different from the above. They are 
not simple laws of human nature, but laws of complex 
social facts resulting from simple laws of human 
nature. An illustration may be quoted from Cairncs. 
“ Rent,” he observes, “ is a complex phenomenon, arising 
from the play of human intei-ests when brought into 
contact with the actual physical conditions of the soil 
in relation to the physiological character of vegetablo 
productions. The political economist docs not attempt 
to explain the physical laws on which the qualities 
of the soil depend; and no more does he undertake to 
analyse the nature of those feelings of self-interest in 
the minds of the landlord and’tenant which regulate 
the terms of the bargain. He re.ganls them botli 
as facts, not to be analysed and explained, but to be 
ascertained and tiiken account of; not as the subject- 
matter, but as tiie basis of his reasonings. If further 
information be desired, recourse must be had to other 
sciences : the physical fact he hands over to the chemist 
or the physiologist; the mental to the psychological 
or the ethical scholar.”' 

No doubt the relation of political economy to 
psychology is more intimate than its relation to the 

physical sciences, and this is perhaps not sufficiently 

✓ 

realised in the passage just quoted from Cairncs. The 

j 

) Logical MeiJtod ofVoliticiU Keoitomg, pp. B7, K 
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fact that social, rather than purely psychological, 
phenomena constitute the subject-matter of political 
economy is, however, clear if we take any recognised 
work on the science, such as the Wealth of Nations. 

% 

Adam Smith traces many of the phenomena of wealth 
to man’s mental constitution, but it is nut man’s 
mental constitution that it is his purpose to analyse. 
This is not always sufficiently borne in mind when 
the Wealth of Nations is contested with the Theory 
of Moral Sentivients, and spoken of aw forining its 
supplement. 

J. S. Mill, indeed, in speaking of political economy 
uses the phrase “ moral or psychological science ”; and 
he goes on to define political economy as “the science 
relating to the moral or psychological laws of the pro¬ 
duction and distribution of wealth.’’* Take, however, 
the following laws as formulated by Mill himself in his 
Principles of Political Economy : rent docs not enter 
into the cost of production of agricultural produce; 
the value of money depends, ceteris paribus, on its 
quantity together with the rapidity of circulation; a 
tax on all commodities would fall on profits. Such laws 
as these ought certainly not to be described as moral 
or psychological, even if it be granted that they rest 
ultimately upon a psychological basis. 

Moreover, aa will bo shown in the following chapter, 
^ Un$4UUd 0 / Ecofton^y, pp. 12!^, 1S8. 
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notwithstanding the importance of psychological pre- 
irifsses in ceitain departments of economic enqvnry, 
the phenomena of the industrial world cannot be ex¬ 
plained in their entirety simply by deductive reasoning 
from a few elementary laws of human nature. To 
what piiri«jse, and subject to what conditions, political 
economy uses itjs paychologicjil data will be considered 
later on; it need only be said at this point that 
reasoning from such data requires to be supplemented 
in various ways by direct observation of the complex 
social facts which constitute economic life*. 

^ It may be remarked in p&flaiug that the description of economics 
adopted by Jevons in his of Political Economy seeuiH to give 

the science too much of a psycbologieal, and too little of a social, 
character. The theory of economics ir described as ''the inechanios 
of otility and Bclf-iDterest'* (p. 23); it is ** entirely based on a calculus 
of pleasure and pain; and the object of economics is to maiimise 
happiness by purebasing pleasure, as it were» at the lowest cost of 
pain ’’ (p. 23). A few pages further on the same idea is expanded. 
** Pleasure and pain arc undoubtedly tlie ultimate objects of the cal¬ 
culus of economics. To satisfy our wants to the utmost with the 
least effort—to procure the greatest amount of what is desirable 
at the expense of the least that is undesirable—in other words, to 
maximise pleasure, is the problem of economics’’ (p. 40). The outcome 
of JevoQS’s conception of a calculus of pleasure and pain is a theory of 
utility, whose economic importance it would be diiBcult to agger ate. 
Still this theory does not itself constitute the central theory of eco¬ 
nomics. It should indeed be regarded as an essential datum or basis 
of economic reasonings, rather thau as itself an integral portion of 
the science at all. It seems more properly to belong to a branch of 
applied psychology, to which the name liedouics may be giren. At 
the same time, because of its economic importance, the economist 
. must work out the theory for himself, if he does not hnd it worked 
out independently. Thus accidentally as it were, it may occupy an 
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§ 3. Political economy a social as distinguished 
front a political science .—From whatever point of view 
we look at it, political economy is best described as 
a social science; and if a distinction is drawn between 
social and political sciences, it must, notwithstanding 
its name, be regarded as belonging to the former, and 
not to the latter, category*. For while the science 

I 

has sometimes to take account of political and legal 
conditions, it is essentially concerned with man in his 
social as distinguished from his political relations. It is, 
in other words, only in certain departments of political 
economy that we are concerned with men in their 
special character as members of a State. As remarked 
by Knies, “ a large preliminary division of political 
economy has to investigate only the social economic 
life of man independently of all political influences."’' 
The laws of distribution and exchange under conditions 
of free contract may be taken as an example. These 

ixnportAQt plibce in economic writing, and yet be a premise rather 
than an ultimate eonolueion of the soienoe. Jevona himsdf, after 
laying down hiB theory of ntility, goes on to consider its apjdioations 
to what are economic phenomena in the strictest sense. He thus 
throws so much light upon these phenomena that his Theory of 
Political Economy f taken as a wbole^ may rightly bo regarded as one 
of the most suggestive and valuable eoutribations to the acienoe that 
have ever been made. 

^ Hence a further reason, besides the one given in the note on 
p. 58, why some recent writers prefer to apeak of the science as 
economici rather than as political economy. 

t 7)U P^UUelu OekontmU vom yeuehichtMehen SUindpunkUt 

im, p. 8. 
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laws do not exhaust political economy, but at any rate 
they fill a large and I'uudanieutully important place in 
the science. Again, wliilst economic doctrines may be 
in some cases relative to particular political conditions, 
they are more frequently relative to particular stages 
of industrial organization that arc to a considerable 
extent, if not altogether, italepondcnt of political in- 
fiuences. 

The above remarks relate primarily to the positive 
science of economics. Regarding political economy 
in its practical aspect, the connexion with politics is 
more intimate. Applied economics may indeed be said 
to be mainly concerned with the econmnic activities of 
the State in its corporate capacity, or of individuals as 
controlled by the State. Still, as wo have already had 
occasion to shew, economic maxims—having for their 
object the interests of fM)ciety as a whole—may also 
be formulated for the guidance of individuals acting 
independently of external constraint'. 

§ 4. Definitions of Wealth and Economic Activity .— 
The point has now been reached at which it seems de¬ 
sirable to give a formal definition of political economy, 
regarded as a positive science; but before doing 
this, it is necessary briefly to discuss the meaning 
of certain terms which we have already had occasion 
frequently to make use of, namely, the terms wealth 

^ Com|>Aro Chapter 3, Note B. 
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and economic activity. Wealth is one of those words 
that may without disadvantage be defined somewhat 
differently from different points of view ; and it must 
be borne in mind that our present object is mei'ely to 
give a definition that shall suffice broadly to distinguish 
economic enquiries from those relating to other human 
interests. No attempt need, therefore, be made to 
deal with the difficulties that arise in connexion with 
the measuiemeut of wealth. 

Utility may be defined a.s the power of satisf^'ing, 
directly or indirectly, human needs and desires; and 
the possession of utility is the one characteristic that all 
writers are agreed in mjcribing to wealth. It seems clear, 
however, that we cannot fiom our present standpoint 
identify wealth with all sources of utility whatsoever, 
since there are many means of satisfying human needs, 
such as family affection, the esteem of accjuaintances, 
a good conscience, a cultured taste, which have never 
been included within the scope i)f political economy, 
and the laws of whose production and distribution have 
hardly anything in common with the laws that are 

as a matter of fact discussed by economists. Some 

* 

characteristic besides the possession of utility must 
therefore be added, whereby such sources of utility as 
consist in a man’s own nature, or in the subjective 
atl<it^e of others towards him, may be excluded 
the wealth category. This further characteristic 
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may be found in the quality of being potentially 
exchangeable. It is not meant that nothing is wealth 
unless it is actually bought and sold. For a thing may 
be potentially exchangeable without being actually 
made the subject of exchange. Even in a communistic 
society the criterion would he applicable. It is true 
that with special reference to such a society, it might 
more naturally be expre8.sed in another form, the 
essential characteristic of wealth being described as the 
capability of being distributed by fiat of government. 
The sources of utility capable of being thus distributed 
would, however, be identical with those that could in 
a state of economic freedom he acquirfKl by purchase. 
In cither case personal qualities, and such objects of 
desire as affection and esteem, would be excluded. 

‘ Wealth may then be defined as consisting of all 
potentially exchangeable means of satisfying htirtiati 
needs'. 

^ Professor Marshall defines wealth as including **aU those things, 
external to a roan, which (t) belong to him, and do sot belong equally 
to his neighhoura, and therefore are distinctly his; and (ii) which are 
directly capable of a money measure, —a measure that represents on 
the one side the efforts and sacrifices by which they hayo been called 
into existence, and, on the other, the wants which they satisfy 
(Prin4:ipl«M of Keanomies, vol. i., 1895, p. 127). This definition ooiTe« 
spends broadly with that given in the text. For, on the one hand, 
things must be capable of appropriation, in order that they may be 
potec tially exchangeable; and, on the other band, potential exchange* 
ability is a nedessaiy and sofficient condition, in order that things 
ihay be directly capable of a money measure. It should be added 
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This dofiuitiou brings within the category of wealth, 
in the hrst place, desirable material commodities that 
are capable of appropriation, such as food, books, 
buildings, machines; in the second place, rights and 
opportunities to use or receive or in any way derive 
benefit from material commodities, such as mortgages 
and other debts, shares in public and private companies, 
patents and copyrights, access to libraries and picture- 
galleries, and the like; in the third place, personal 
services not resulting in any material product, as, for 
example, those rendered by actors, soldiers, domestic 
servants, lawyers, physicians; and, lastly, the right to 
command or control the services of any person over 
a given period. 

In regard to services it is to be observed that 
although the benefits they confer may be nioje nr less 
permauent, they jire in themselves merely transient 
phenomena. They are, however, the produce of labour; 
they admit of being made the subject of exchange; 
and they may possess exchange-value'. They give 

th&t whilst emphasis ms; oonvenientl; be laid on exchangeabilitj for 
pQtposes of definition, other of the character Utica of wealth become 
more prominent in certain departmenta of economic acience. For 
inatance, in the deportment of production, the primarj notion ia that 
wealth ia the resuH of lahotir and wusrifice. A^in, in the department 
of distribution, the right of appropriation needs more e]q)lioit recog¬ 
nition. Compare Profeasor Nicholaon’s article on Wealth in the ninth 
edi0Dti of the Ene^U^aedia Britannica^ 

^ When a material commodity is ^Id or giren away, itaownerafaip 
traosfetred from one person to another. When, however, a serviee 
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rise, therefore, to problem.s analogous to those which 
present themselves in connexion with material wealth; 
and they are accordingly rightly inclnded under wealth 
from our present stand-point*. 

in rendered, nothing passes into the possoasion of one person that 
was preriouely In tho possession of another; and hence it has been 
denied that services oan possibly be exchanged. But it is a mistake 
to suppose that change of ownership either constitutes exchange or 
is essential to it. On the one hand, material commodities may 
change ownership gratuitously; and, oo the other hand, we have all 
tliat is really essential to exchange, when A confers a benedt upon li 
on the understanding that B confers some other specified benefit npon 
him, and vtc(^ ver$a. Either benefit thus conferred may consist in 
the possession of some material commodity; hut it may also consist 
in a service rendered, that is, in an expenditure of effort on tho one 
side accompanied by the satin faction of some actual or supposed need 
on the other. It is, therefore, quite correct to say that a service may 
be rendered in exchauge for auotber servioe, or in exchange for a 
material commodity; and it is quite correct to speak of services as 
having ex change-value. 

^ It is sometimes considered essential to the idea of wealUi tluit 
it shall he snsceptibls of accumulation; and in speaking of Mcrvices 
as weal til there is no doubt some departure from the ordinary usage of 
language. It is also true that, ia certain connexions, wliatever is not 
susceptible of accumulation may be left out of account in the estima¬ 
tion of wealth. But, on the other hand, as Dr Sidgwick observes, *Mn 
ordinary estimates of the aggregate Income of the inhabitants of a 
country, directly useful—or, as we might say, ^consomable*—services 
are commonly included; for as such services are reckoned as paid out 
of income, if we add the nominal incomes, estimated in money, of 
those who render such services as well as those who receive them, the 
result will only represent the aggr^ate real income of the country, if 
this latter notion ie extended so as to include services (Prin(*iplee of 
Political Economyy 1901, p. 88). The following i^aesage, from a 
journal of high standing specially devoted to economic questions, 
may serve as an example of the kind of inaooDracy to which the 
omission of services from the category of consumable wealth may 

K. 7 



98 DKFINTTION OF WEALTH. [CHAP. 

It will be noticed that the above definition excludes 
from the category of wealth personal abilities and 
attainments of all kinds. For abilities and attainments 
are not in themselves capablor of being made the subject 
of exchange. We sometimes indeed speak of paying 
for the use of a man’s skill; but in reality the payment 
is for services rendered b)» aid of the skill. The right 
to command the services of any one over a given period 
is included under wealth, as pointed out above- 

The exclusion of human qualities and capacities 
from the wealth category is on the whole in accordance 
with scientific convenience, as well as with popular 
thought and speech, which—as Professor J. B. Clark 
observes—broadly distinguishes between the able man 
and the wealthy man, between what a man is and 

give riBe. ^^What comes oat moBt strongly upon a review of the 
distribution of wealth is the smallness of the portion which is even 
theoretically available for redressing apparent inequality. It is only a 
small part of a wealthy man^s riches which can actually be taken from 
himself» because it is after all but a small part which he actually con¬ 
sumes himself. The greater part is only his in so far as he directs the 
mode of spending or employing it. He directly maintains a number 
of persons who might conceivably be more usefully employed than in 
lounging in his hall, attending to hU horses, or cultivating his flowers, 
but who are maintained, nevertheless, out of his wealth. Nearly the 
whole of his Income goes in paying directly or indirectly for labour, 
and to taka it from him means a general dislocation of the whole 
apparatus.’’ This passage, if not actually erroneoas, is at least very 
misleading. In addition to the material wealth that the rich man 
cdnsames, be enjoys a multiplimty of servioes which, under other 
'conditions, might be distributed more equally throt^^h the com* 
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what he has'. At the same time, it is important to 
recognise-that labour expended in the acquirement 
of skill is indirectly productive of wealth, in so far 
as it ultimately results either in the production of 
material commodities or in the performance of useful 
services. Thus, labour expeude<l in acquiring the skill 
of the actor or the doctor is pi'oductive, as well os 
that expended in acquiring the skill of the carpenter 
or the shoemaker. Moreover, in any correct e.stiinate 
of the productive resources of a country, the natural 
and acquired abilities of its inhabitants may occupy 
a position of the greatest importance. 

It may be added that the scope of political economy 
is practically not affected by the question whether 
wealth is limited to exchangeable sources of utility, as 
in the above definition, or is used in a broader sense so 
os to include under the title of pcrfional wealth all those 
capacities that enable men to be efficient produceis of 
exchangeable wealth. For althoiigli so-called personal 
wealth does not, under the former alteruative, directly 
constitute part of the subject-matter of the scieuce, it 
still comes in for discussion as a source of wealth, and 
as such has still to be recognised as an economic factor 
of vital consequence. 

Wealth being defined as above, economic activity 
may be correspondingly defined as human activity which 

^ Philotophy of Weoltht pp. 6, 6. 

7—2 
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din-’cts Itself towards tlje production and appropriation 
of such moans of satisfying human needs as are capable 
of being made the subject of exchange. The economic 
life of a community is constituted by the economic 
activities of the members of which it is composed, 
acting either in their individual or in their corporate 
capacity. The term economy is sometimes used as 
equivalent to economic life, and by miUo'nal economy is 
meant accordingly the economic life of a nation. It 
is to be observed that as civilisation advances, each 
individual becomes more and more dependent on others 
for the satisfaction of his needs ; and hence economic 
life increases in complexity. In other words, with the 
progress of society, the organization of industry and 
the distribution of industrial functions grow increasingly 
complicated, and the phenomena resulting from men’s 
economic activities become more and more varied in 
character. 

§ a. Definition of Political Economy .—Political 
economy, regarded a&a positive science, is often briefly 
defined as the science of the phenomena of wealth; 
and this definition has the merit of directness and 
simplicity. There seems, however, some advantage 
in attempting so to define the study as explicitly to 
indicate that it is not primarily concerned with either 
physical or psychological or political phenomena as 
wch, but with phenomena that originate in * the 



m,] ■ DEPINITICIN OF I'DLITK’AL KCuNOMV. 101 

activity of human beings in their social relations one 
with another. 

With the object of making this clear, political 
economy may be defined iis the sweiico whicli treats 
of the phenomena arising out of the economic activities 
of mankind in society. 

It is not pretended that this or any other definition 
can by itself suflfice unambiguously to express the nature 
of cconornic.s. The proposed formula must, therefore, 
be taken subject to the various explanations that have 
been already given, or that may subsequently bo given, 
ill regard to the province of the science, and its 
relations to other branches of enquiry. It may be 
said of the definition of politit'al ecommiy, as of most 
other definitions, that the discussion Icatlirjg up to it 
is of more importance than the particular formula 
ultimately selected. 



NOTE TO (CHAPTER Ill. 


On the Jntkrdkpenden<'E oe Economic PhknomenzV. 

TiJic ]»iK'UouK«n» with wliicJi iHilitical economy is con* 
eernoil av^ UHually chufhiticd under the heu<iM of the pro- 
iluctioii, clidtributiou, exctiaiige, imU cunnumptiou of wealtii 
This Bepskratiou of the science iuto distinct departments 
should not, however, be regarded as absolute or ussential. 
The object of tlie classification is convenionoe of exposition ■, 
but such U the action and retM^tion i)etwoen the phenomena 
in question, that it is impossible satisfactorily and com¬ 
pletely to discuss any one of the departments without 
having reganl to the otlntrs also. 

Taking, for instance, production and consumption, it is 
obvious that men’s habitual consumption determines what 
kinds of wealth shall bo produced; and, as indicated in 
tlie distinction betwoeTT productive and unproductive con¬ 
sumption, the form in which wealth is consumed materially 
affects the amount produced. It is not quito so obvious, 
but it is equally true, that the production of wealth, both 
ill kind aud amount, is influenced by its distribution. The 
very rich consume luxuries, wliich, if wealth were more 
equally distributed, would in all probability not be produced 
at all ur at any rate not to the same extent. Again, if 
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wealth were more equally distrihute^. there would in hII 
probability be an increase in the average efficiency of the 
previously worst paid classes of the community, either in 
consequence of their being better fed, housed, and clothed, 

a 

or in consequence of a better education and training 
having been provided for them by their parents; on the 
other iiand, the number of hours during which they wotdd 
be willing to work might be diniiniKhcd. That the amount 

w^uld in sumo such ways os these l)e 
affec^ted by changes in distribution seems practically certain ; 
although it is impossible to say H priori in what direction 
* the effect would predominate. 

Turning to the connexion between production and 

exchange, it is to be ob6er> ed that, as soon as division of 

labour is carried at all far, the former involves in some form 

• 

or other the latter. Tliose wIiohm functiou may priind /acie 
appear to be simply and entirely to facilitate the exchange 
of wealth—for example, bankers and bill-brokers, whole¬ 
sale merchants and retail dealers—all play their part, and 
sometimes an important part, in assisting in the production 
of wealth. For without exchange in some form or other it 
is obvious that production could be carried but a very little 
way; and, strictly speaking, the work of production ought 
not to be considered complete, until commodities have 
found their way into the possession of those persons whe^ 
intention it is to consume them*. In the case of exchange 

* S. Mill in his traatmeut of production introduoefi, under the 
head of capital, queaiione of distribution that might perhaps have 
l>een avoided. In his ^ndamental propositions respecting capital, 
aud especially in the much oritici^sed proposition that demand for 
commodities is uot demand for labour, the truth of his oonoluslo&s 


of we^ilth produced 
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and consumption, there is a still more intimate connexion ; 
for rates of exchange depend fundamentally upon laws of 
demand» and these in their turn depend directly upon laws 
of consumption. 

The connexion between distribution and exchange may 
\)C discussed from more than one point of view. If it is 
asked how the distribution of wealth is effected under 
modern industrial conditions, tbe answer clearly is by 
means of exchange, As it has been well expressed, 
‘^the adjustment of rates of exchange constitutes, in the 
aggregate, the process of distribution.’’* We may go even 
further, and say that in an individualistic society the 
theory of distribution resolves itself immediately into a 
theory of exchange-value. K)u;li share into which the net 
produce of a community is divided represents the price 
paid for a certain service or utility affordeil by the recipient 
of that share. Wages may thus l>e reganled as the ex¬ 
change-value of labour, interest as the exchange-value of 
the use of capital, )*eni as the exchange-value of the use 
of laud^ 

From another point of view, the theory of the exchange- 
value of material commodities depends upon the theory of 
distribution. At any rate, as Cl life Leslie insists, the 
theory of cost of production involves the whole theory of 

depends partly upon the aBsumption of tbe perfect mobility of capital 
and labour. Bat that ie a subject that comes in for explicit dieoussion 
only in connexion with distribution, and much later in Mill’s work. 
Here ia perhaps one reason why Mill’s chapters on capital are by 
some readers found bo difficult, and, it may be added, unsatisfactory. 

^ J. B. Clark, Phiimophy 0 / Wealth, p. 64. 

^ Compare Sidgwick, Principl^e 0 / I^olitical Economy, 1901, 
p. 176. 
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wageH and protita; for unlebs we have already determirieil 
a law of noniml wages and a law of normal profits, the 
doctrine of cost of production is meaiiingloss. 

It is, therefore, clear tliat theories of distrilmtion and 
exchange cannot be divorced*from one another, or discussed 
to any purpose in isolation. 

In connexion with the interdependence of economic 
phenomena, we may touch briefly upon a controversy that 
liHS been liaised as to whether the consumption of wealth 
should or should not be regarded as constituting a distinct 
department of political economy \ The question is to a 
large extant one of convenience of arrangement, rather 
than of actual divergence of view in regard to the scope of 
tlie science. 

The following are among the topics, in addition to an 
analysis of the nature of economic consumption, that have 
been treated by dififerent economists under tlie head of the 
consumption of wealth: the theory of utility, and the 
relation between utility and valuethe distinction between 

^ It may be observed that the oonsumption of 'ffealtb, in the seuse 
in which the term is used by the economist, does not of uecesBity in* 
volve its destruction. We may say that by the consumption of wealth 
in political economy we mean its uHUiationf to which its destruction 
may or may not be incidental. Thus, in the economic sense, jewels 
are in process of consumption when they are being worn as ornaments; 
so are the honees in which we live, and the pictures that hang on our 
walls, k house in which no one lives, or a piotore that is stowed 
away in a lumber room, lasts at any rate no longer than one that 
is being rationally consumed.’’ Compare Senior, Political Pconomy^ 
p. 54; and Walker, Political Economy, j 328. Senior remarks that 
it would be an improvement in the language of political economy if 
the expression *to use’ could be substituted for that *to consume.* ” 

. ^ (k>mpare Jevons, Theory of PoUHeul Eeofiomy, General Walker 
is of opinion that what has led to the practical excision of the whole 
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di He rent kindK of coosuinpiion^ and in particular the 
distinction between productive and unproductive con¬ 
sumption*; the effects of different kinds of consumption^ 
and in particular the effects of luxury^: the policy of 

department of consumption from so many recent works is **tbo 
fsMciuation of the luathciimiical treatineni of ecunomical qaestions, 
and the ambition Ut make politiosl economy an exact scieuoo ” {Pali- 
ticnl Kcotiotuy^ p. 2t)8). We can hardly regard tbia view as oorroot; 
for, if we take Devons, who haH insisted more strongly than any other 
Eiigli^h economist on the mutlinniatical nature of the soienet^ we 
find \ii¥> roust charaoioriatic doctrines distinctly based on a theory of 
utility^ which theory uf utility he himself riglitly regards as a theory 
of GODsuniptiou. Indeed he lays it down explicitly that the theory 
of economics mnet begin with a correct theory of oonsumption 
{Theory of Political JCconowy, 1879, p. 48). Elsewhere he declares 
that the doctrine of coosompUou is the most important branch of the 
science, aud he regards it as uoaocountable and quite paradoxical 
that English economists should, with few exceptions, have ignored 
that doctrine. Bee P'ortnigfitly Review, vol. 28, p. 02u. Professor 
Walras of Lausanne, who is another representative matbematical 
economist, takes up j^raotically the same position as Jevons. A con* 
side ration of tho satisfaction of needs, which must involve a theory of 
consumption, is the basis of his doctrine of exchange-value. See bis 
^UenienU d*^cononiie Politip»c Pure. 

^ Compare J.-B. Say, TraiU d*Acononiie Politiqve; James Mill, 
Elciiiente of Political Piconomy ; M'CuUoch, Principles of Political 
Economy, fioseher, Orundh^tjen tier Natitmali}kono7nte; £. de Lave- 
leye, ^Oefneuts de VEconome PolUit^ue ; Leroy-BtiauUeo, Pr^ch * 
d^^Gonomie Politique \ Lexis, DU voikewirthechaftUche Co/uunUloa^ 
in Schonberg’d Handituck der politiechtn Oekononxie, 

^ Compare Say, M^Cnlloob, Buseber, de Lareleje, Leroy-Beauliea, 
Lexis. MK/uUocb, in his treatment of the consumption of wealth, 
brings out ineidentally, but (deariy, a point often supposed to be over* 
look^ by economists, namely, that a taste for luxuries tends to in¬ 
crease, not to diminish, the amount of wealth produced. *^The mere 
nmsasries of life may, in favourable situations, bo obtained with 
bat little laboor; and the nucivUised tribes that have no desire to 
pCHMss ita comforts are proverbially indolent and poor, and are 
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sumptuary laws, and of otlw'r laws attempting; bn i-egulate 
consumption’; the causes of connnercia! depreasion, and 
the impossibility of general over-production*; insurance 

expuseil in hoA years to the ureateet privationf*. To make man 
indUHtriouH —to inako them fthake off that leihar^'y which honiimba 
their faculties when m a rude or de^^iadod condition, they niUHt 
be iiiBpirod with a tante for Oi>mfortK, lusurica, aud rnjoymenU’' 
{PrincipJfiH of Politicat Kcouomt/f p. Cliffo Lenlie ^oee u Utile 

too far ill the same direction, when he rcmiirka that unprodactive 
expenditure and conaumption **uro the uHiinatc iuceiitiveB to all 
production, and without habits of considerable Ruperfluona oxpnndt* 
ture a nation would be rudneod to destitution *' 1KB8, p. 170). 

Men produce in the iirst place in order that they may live, and eou« 
flumptioD which suetaina a worker in eflicient working condition is 
not usually spoken of as unproductive. Cournot {PrincipeM de la 
TMorie de$ Ricliesieit § ^l) points out that we can conceive a state 
of society in which there would be no such thing as strictly unpro^ 
ductive consumption ; for eveiy Batiafaction given to animal app(^ 
tites might tend either to the preservation of health, the itioreaso 
of strength, the prolongation of existence, or the propagation of the 
species. General Walker under the head of consumption exposes 
the fallacy that the mere destraction of wealth in some way inoreases 
production. This fallacy may be regarded as in a way the oomple* 
mentary error of the true theory that a taste for laxuries and u high 
standard of comfort do, under certain conditions, tend to increase 
productive efficiency. 

^ Compare &fBulloch, Boaoher, and Jjexis. Profensor liexis die- 
cusses the danger of the supply uf certain commodities becoming 
exhausted (c.p., coal, petroleum, quicksilver), and touches on the 
policy of restraining in some way their consumption with the object 
of protecting the interests of future generations. Ke touches also 
upon interferences with consumption based on climatic, sanitary, 
and moral considerations; s.p., restrictions upon the destruction of 
forests, regulations in regard to house accommodation for the labour¬ 
ing classes, restrictions upon the consumption of alcohol. 

Compare James Mill, Rosoher, Lexis, and Walker. This topic 
la treated 'under the head of consumption, IiecauKO it relates to the 
eqaillbrium between producUon and consumption. Professor Lexis 
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and its economic advantages'; government expenditure and 
the theory of taxation^; tho doctrine of population, and in 
particular the existoDoe of economic wants and a standard 
of comfort as affecting the increase of }HipuIation^ 

It is easy to shew that must of the above topicK may 
quite naturally be dealt with in other departments of the 
science, as in fact they are by those economists who do not 
profess to treat explicitly of the consumption of wealth. 
The distinction, for instance, between productive and uupro- 
duotive conHUiiiptiou, and the effects generally of different 
forms of consumption on production, arc not inappropriately 
discussed under the head of production its^df; while tho 
phenomena of (actual or apparent) over-production may be 
taken in connexion with the theory of exchange, since only 

KoeB on to touch upon possible remedies or palliativus for trade crises, 
such as State undertaidngB of which ihc main object is to provide 
work for the unemployed, and emigration. 

^ Compare Boscher, and de Laveleye. 

^ This topic is brought under the bead of the coueumption of 
wceJtb by Say, James Mill, de Laveleye, and others, on the ground 
that taxation is the means whereby the consumption of government 
is provided for. 

^ Compare Part v. of General Walker’s Political Econoiny; also 
Part iv., Chapter 3, of Leroy-Bcaulieu’s PricU d*£eo}iomte PolUigM. 
It will be observed that even among those economists who recognise 
a distinct doctrine of consumption, there is far from being complete 
agreement as to what problems should be included within this depart¬ 
ment. The theory of population, for example, which General Walker 
introduces in this counexioc, is treated by James Mill under distrlbu- 
tiou, and by McCulloch under produotiou, while Boscher makes it a 
fifth department of political economy, distinct from production, cir¬ 
culation >. distribution, and consumption. There is, again, a divergence 
of view in regard to the place of commercial depression, and the theory 
of taxation ; and the theory of consumption of Jevons and Walras is 
quite diflerent from that of any of the other writers above referred to. 
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under a system of excliangc can tlioso phenomena arise. 
Again, the incidence of taxatUm Ls directly coniK'cU'd with 
the phenomena and laws of the distribution of wealth; 
and the remainder of the theory of taxation, except in so 
far as it relates to the effect of differct)t forms of taxation 
on production, belongs to applied economics, rather than to 
the positive science of economics, with wliich alone we are 
here concerned. This last remark applies also to the dis¬ 
cussion of sumptuary laws, and to all en<{uiriHs how far and 
in what directions the increase of consumption should l)e 
encouraged or discouragexl. Insurance may fairly l)e re¬ 
garded as a question of distribution. As to the theory of 
population, since labour is one of the requisites of produc¬ 
tion, the law of its increase may l)e discussed in connexion 
with production •, or it may l>e included in the theory of 
distribution, in connexion with the laws regulating, through 
the supply of labour, tlie normal rate of wages. The theory 
of utility occupies, as we go on to show, a unique position. 
It is, however, intimately connected with the determination 
of laws of exchange-value. 

The truth is that the phenomena of ptvxluction, dis¬ 
tribution, exchange, and consumption, respectively, all so 
act and react upon one another, tliat if any one of these 
classes of facts is given no independent treatment, it must 
nevertheless come in for a lai^o share of discussion in con¬ 
nexion with the others. Whether all propositions relating to 
consumption should be arranged by themselves or discussed 
os they arise in relation to other topics is, therefore, to a cer¬ 
tain extent a mere question of convenience of exposition \ 

' Thus, Dr Sfdgwick, while explicitly rulmitting the funJamsDtal 
importanoo of certain iM'Opoeitions relating to consumption, thinks 
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Om the whole, it appears that the distinction between 
productive and unproductive consumption, the phenomena 
of over-production, the principJes of taxation, discuHRed 
under the head of consumption hy James Mill and others, 
fall quite naturally and conveniently into other departments 
of economif science. The theory of utility, as discussed by 
Jevons, stands on a different footing. For unlike theories 
• of taxation, population, and so on, it relates in itself purely 
to the consumption of wealth, and hence has a much 
stronger claim to bo considered a distinct theory of consump¬ 
tion. At the same time, for reasons that have been already 
briefly indicated in connexion with Jevons’s description 
of economics, this theory may be regardc<i as constituting 
part of the necessary prolegomena of economic science, 
rather than one division of completed economic doctrine. 
The consumption of wealth is not so much an economic 

that in $uoh a treatise as his own, it is more convenient to introdueo 
these propositions in dealing with the questions of production, distri¬ 
bution, and exchaage, which they help to elucidate, rattier than to 
bring them together under a separate head {PrivcipUt of Poll lira I 
Kcimomj^ 1901, p. 34). J. S. Mill Qtwfioruif p. 132, note), 

and Cherbolioz (Pr^ciii de la Science Kconomique, p. S) are somewhat 
less guaided iu their rojection of consnmption as a special topic for 
discussion. Political economj,*' says Mill, **has nothing to do with 
the consumption of wealth, further tJian as the consideration of it is 
inseparable from that of produotion, or from that of distribntiun. 
We know not of any lam of the ewunmption of wealth as the subject 
of a distinct scienoo : they can be no otlier than the laws of human 
enjoymni.’^ ** The con sumption of wealth,*' says Gherbulies, is 
in its only important form a phenomcDon which cannot be separated 
^ttom the prodnetion of wealth. TJaprodnotive consumption is the 
;ii^Ucation of wealth to the needs for whiol& it was produced. It 
iraquires ao furibet discussion. When wealth gets into the hands of 
r the unproductive eonsamer, economic activity is at an end.** 
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iLctTvity tit the ^eitse in which that tcnrn ha^ been above 
defined, as itself the end and aim of all economic activity. 
Wealth is producetl, distributed, exchanged, in order that 
it may be consumed. The satisfaction of liuinan needs is 
the motive power throughout. Thus, a true theory of con¬ 
sumption is the keystone o{ political economy; but it may, 
nevertheless, lie regarded ns occupying the position of a 
fundamental datum or premiss of the science, rather than 
as constituting in itself an economic law or laws on a par 
with the laws of production, distribution, and exchange. 



CHAPTER IV. 

ON THE RELATION OF POLITICAL ECONOMY 

TO OENERAL SO(!I()LOGY. 

§ 1. Conflicting views of the relation between 
economic science and the general science of society .— 
Before proceeding further, it is necessary to enquire 
explicitly whether political economy is really entitled 
to rank as a distinct department of study at all. It 
is maintained by Comte and his followers that on 
account of the extremely intimate connexion between 
the phenomena of wealth and other aspects of social 
life, any attempt to separate economic science from 
social philo.sophy in general must necessarily end in 
failure. The phenomena of society, it is said, being 
the most complicated of all phenomena, and the various 
general aspects of the subject being scientifically one 
an<l inseparable, it is irrational to attempt the economic 
or industrial analysis of society, apart from its intel¬ 
lectual, moral, and political analysis, past and present. 
It is admitted that certain of the* facts of wealth may 
by a scientific artifice be studied separately, but it is 
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denied that their.investigation can constitute a distinct 
science*. 

In striking contrast to the above is the view 
of those economists who regard political economy as 
an independent abstract science, dealing with the? 
phenomena of wealth in isolation, and having no 
concern whatever with other social phenomena. While 
on the former view the relation of economics to socio¬ 
logy is properly one of entire subordination or rather 
inclusion, on this view it is one of absolute independ¬ 
ence; the facts of wealth are to be studied in and 
by themselves; they are to bo treaUid as having 
no relation to other social facts; man is to be con¬ 
sidered as a being who is occupied solely in acquiring 
and consuming wealth. 

The truth lies between these two extreme views. 
What may be called the extreme separatist doctrine 

' Compftre Mies Martiaeaii’e Po$itive Philosophy of Augutie Cotute, 
vol. 2, pp. 61—54 ; also Mr Frederic HarrisoD's essaj entitled Pro> 
ftMor Caimet on M. GomU at«f Political Economy in the FoTtnightly 
RtvUw for July, 1870. Comte’s views have more receutl}' been given 
fresh prominence in this conntry by Dr Ingram’s article on Politicol 
Economy in the ninth edition of the Encyclopaedia Hritannica 
(repnblisbed as a History of Political Economy). Dr Ingram 
combines his history with an elaborate attack on the manner in 
which the science has been for the moat part studied in England, 
and arrives at the conclusion that political economy cannot any 
longer command attention as a fmitfal branch of speculation unleHa 
it is subsnmed under and absorbed into general sociology. “ The one 
thing needful," he says, “ is not merely a reform of political economy, 
but its fusion in a complete scienoe of society." 

K. H 
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affirms of political economy as a whole what is tme 
only of a certain portion or aspect of it, and hence 
would leave the science incomplete. Comte's view, 
on the other hand, overlooks the fact that only by 
specialization within proper limits can scicntitic 
thoroughness and exactness bo attained in any depart¬ 
ment of knowledge. Students of economics may, 
moreover, naturally and fairly ask to have the province 
of sociology itself more explicitly defined, and to see 
its own fundamental doctrines more clearly formulated, 
before they can be expected to shew a willingness to 
have political economy subsumed under and absorbed 
into it. 

It will be our endeavour to shew that whilst the 
study of economic phenomena cannot be completed 
without taking account of the influence exerted on the 
industrial world by social facts of very various kinds, 
it is nevertheless both practicable and desirable to 
recognise a distinct systematized body of knowledge, 
which is primarily and directly concerned with economic 
phenomena alone. On this view, economics is regarded 
as constituting one division of the general philosophy 
of society, of which other divisions are jurisprudence, 
the science of political organization, and the philosophy 
of religious, moral, and intellectual development; hut 
it is allowed its own set of specialists, and the 
necessity of systematically combining the study of 
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economio phenomena with that of other iispects of 
human existence is denied. It is, in »)thcr words, held 
to be possible Yor the economist to steer a middle 
course, neither assuming throughout the whole range 
of his investigations mj entirely unreal sitnplieity, nor, 
through the neglect of that speciali^catiun which has 
been found indispensable in the physical sciences, 
allowing himself to be hopelessly battled by the com¬ 
plexity of the actual phenomena. 

It should he carefully borne in mind that throughout 
this chapter, as in the chapters that follow, political 
economy is regarded a.s a positive science. Similarly 
by sociology is understood a body of theoretical triith, 
not a system of practical maxims. The separate 
existence of economic theory is not imperilled, when it 
is admitted that practical arguments based on economic 
grounds alone are rarely in themselves decisive. The 
two questions ai’e often not clearly distinguished from 
one another. It is, however, important to recognise 
that those who stand out moat .strongly for the 
recognition of a separate economic science may hold 
equally strongly that no tine guidance in matters of 
conduct is to be obtained by appealing simply to 
economic considerations, all social consequences of a 
non-econornie character being disregarded. 

§ 2. The place of ahstractiem in economic reaaoning .— 
Accoi-ding to what has been above called the extreme 

8—2 
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separatist view, political economy takes one aspect of 
human society and action, and considers it absolutely 
alone and apart, the science being concerned with man 
'solely as a being who desires to possess wealth. Just 
518 the geometer considers the dimensions of bodies 
apart from their physical properties, and the physicist 
their physical properties apart from their chemical 
constitution, so the economist is said to regard man 
simply as a being who, in all his economic relations, is 
actuated by an enlightened self-interest, and who is also 
free to act accordingly, so far as he does not interfere 
with a like freedom on the part of others. 

This view of political economy is taken by J. S. Mill in 
his Essays, although, as we have previously bad occasion 
to remark, his constructive treatise on the science is 
worked out on different and much broader lines'. He 
describes economics as treating of the laws of the 

> Profeseor Marsbiill puts the coDtrast very clearly and forcibly. 

In 18^/’ be sajs, John Mill wrote an essay on economic method, 
ID which he proposed to give increased sharpness of outline to tbe 
abstractions of the science. He faced Ricardo’s tacit assumption 
that no motive of action except tbe desire for wealth need be much 
Gonsiddred by the ecouotnist } he held that it was dangerous so long 
as it was not distinctly stated, bat no longer; and he half promised 
a treatise, which should be deliberately and openly based on it. Bat 
be did not redeem the promise. A change had come over his tone of 
thought and of feeling before he published in 1846 his great economic 
work, He called it PrtKCtplcs of Political Economy ufith $<mie of their 
ApplicaUone to Social Philoeopky ; and he made in it no attempt to 
mark oil by a rigid Hoe those reasonings which assume that man’s 
sole motive ia the pursuit of wealth fvom those which do not.*' 
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production and distribution of wealth, not so far os these 
laws depend upon all the phenomena of human nature, 
but only so far as they depend upon the pursuit of 
wealth, or upon the perpetually antagonizing principles 
to this pursuit, namely, aversion to labour, and desire 
of the present enjoyment of costly indulgences. Entire 
abstraction is to be uiatlc from evej'y other human 
passion or motive. In other words, the economist 
is supposed to take sa bis subject of study, not the 
entire real man, as we know him in all the complexity 
of actual life, but aii abstraction—usually spoken of as 
the economic man —a being, who, in the pursuit of 
wealth, moves along the lines of least resistance, and 
does not turn aside towards other ends. 

In accordance with this view, political economy is. 
defined as “the science which traces the laws of such of 
the phenomena of society as arise from the combined 
operations of mankind for the production of wealth, 
in so far as those phenomena are not modified by the 
pursuit of any other object.’’* It is admitted that the 

^ Vn9€itled Quesli&ns of Politieal Kconowy^p. 140. Bag^bot, in 
hia Ecotwniic StudWy exprefiaeR himself similarly. ** Political eoo- 
nomy in its complete form, aud as ive dow have it, is an abstract 
science, just as statics and dynamlcH are deductive sciesces. And, m 
consequence, it deals with an unreal and iraapeinary subject’’ (p. 73). 
It^^eals not with the*cntire real mao as we know him in fact, but 
with a Rimpler, imaginary man—a man aDewering to a pure deficit 
^OD from which all impairing and conflicting elements have been 
fined away. The abstract man of this science U engrossed with one 
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economist must allow for the interference of other 
impulses in applying his results, and that he ought, 
even in the formal exposition of his doctrines, to 
introduce many practical modifications; bvit the 
recognition of these other impulses is excluded from 
the science itself. 

The single error involved in the above view is 
that of mistaking a part for the %vhole, and imagining 
political economy to end as well as begin with more 
abstractions. The practical modifications, of which 
Mill speaks, themselves demand a .scientific treatment, 
and should, therefore, have a place accorded to them 
within the science itself. For in many cases they are 
not mere isolated modifications, admitting of application 
to individual instance.s only. It is often possible to 
generalize on other foundations than that of the 
economic man; and, at any rate, the various inter- 

desire only—the desire of possessing wealth {p. 74). This view 
of political economy is justified by Bagehot on the ground that ** the 
maxim of science is simply that of common sense—simple cases first; 
begin with seeing how the main force acts when there is as little as 
possible to impede it, and when you thoroughly comprehend that, 
add to it in saccession the separate efiects of eadi of the encumbering 
and interfering agencies** (p. 74). The maxim here cited may be 
ooeopted without hesitation ; but it seems hardly consistent with the 
provioua statement that politiofkl economy in iU complete form is an 
abstract science, Ac. Our contention is that while economics rightly 
begins with abstractions, in its compiete form it has as good a 
claim to be called a realistic as to be called an abstract science. 
What appears to be the correct doctrioe is clearly laid down by 
Oairses in bis Logical Method of Political Economy, pp. 43^45. 
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ferences with free cumpetition of scioiitific 

cuumeration aod classihcation. 

The abstraction by which men are supposed in their 
•economic dealings to act exclusively with a view to 
a certain proximate end*, namely, the attainment of 
a maximum value with a minimum of effort and sacri¬ 
fice, has nevertheless its place, and a very important 
place, in political ecimomy. For while it is time that 
our economic activities sire subject t.o the iiifluoiKie 
of a variety of motives, which sometinu's strengthen 
and sometimes counteract one another, it is also true 
that in economic affairs the desire for wealth exerts 
a more uniform and au indefinitely stronger infiuence 
amongst men taken in the 'mas.s than any other 
immediate aim. Hence, in order to introduce the 
simplicity that is requisite in a scientifically exact 
treatment of the subject, it is legitimate and even 
indispensable to begin by tracing the results of 
this desire under the auppositii»n that it operates 
without check. By thus ignoring at the outset all 
other motives and circumstancos, except those implied 
in the notion of free and thoroughgoing competition, 

^ It will kelp to prevent miBandcrstuiiding to regard the economic 
man” as aiming at the aiiainment of a certain proximate end, rather 
than ae acting from purelj egoistic motives. From what ulterior 
motives^ and with a view to what altixnate ends, men desire wealth is 
immaterial as affecting their conduct so far aa the econoniiat is con- 
•oemed with it. We go on to shew that the ulterior motives which 
impel men to seek wealth may be far other than egoistic. Compare 
Sigwart» Logic, | 99 (Engliab translation, volume 3, pp. 4^5-^497). 
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we may, at any rate in certain departments of enquiry, 
determine the more constant and permanent tendencies 
in operation, and hence reach a hrat approximation 
towards the truth. 

As a matter of fact, this approximation is in some 
cases a very near approximation indeed. In dealing, 
for instance, with prices on the Stock Exchange, 
or in the great wholesale markets, under modem 
industrial conditions, we are for the most part con¬ 
cerned with the economic activities of persons who 

4 

practically realise in actual life the notion of the 
economic mao. This by no means implies that the 
persons referred to arc what we should ordiriarily call 
selfish. For men of the most unselfish character are, in 
many of their commercial dealings, influenced directly 
by what may be termed strictly commercial aims— 
subject only to the restraints of law and of ordinary 
commercial custom and morality. They may desire 
9 wealth in order to educate and bring up their children 
with a view to their children’s best interests, or in 
order that they may devote their wealth to particular 
philanthropic objects, or to the general well-being of the 
community to which they belong. Still the desire for 
wealth is in its immediate economic effects the same, 
wjjatever its ultimate abject may be*. 

> ClUIe L 0 di« ctitiotiei the conoeption of the desire of wealth as a 
hamtr ahe<^tlonr in wfaieh are ooDfoadded tocher many differaat 
deum wboee acteal oMaequeooee are iadeAnitel; wiotis. 



IV.] 


i 


THE D?^SIRE FOR WEALTH* 


121 


There are cases, then, whore ends other than 
pecuniary exert so little immediate indnence that they 

other branch of philosophy,’* he remarke, ig etiU so deeply tinctnred 
with the realism of the schoolg as economio science. A host of 
different tilings re Fumble eaoh other in a single aspect, and a oommon 
name is given to them in reference to tlie single feature which they 
have in common. It is, properly speaking, only an indication of this 
common feature, but it puts their essential differences out of mind, 
and they eome to be thought of m the lump as one sort of thing. The 
desire of wealth is a general name for a great variety of wants, desires, 
and sentiments, widely differing in their economical character and 
effect, undergoing fundamental changes in some respects, while 
preserving an historical continoity in others. Moralists have fallen 
into a similar error, though from an opposite t>oint of view, and, in 
their horror of an abstraction, have denounced, under the oommon 
name of love of wealth, the love of life, health, cleanliness, decency, 
knowledge, and art, along with sensuality, avarice, and vanity. Bo 
all the needs, appetites, passions, tastea, aims, and ideas, which the 
various things comprehended in the word 'wealth’ satisfy, arc lumped 
together in political economy as a principle of human nature, which 
is the source of induetxy and the moving principle of the economic 
world...The division of labour, the process of exchange, and the 
intervention of money, have made abstract wealth or money appear 
to be the motive to production, and veiled the truth that the real 
motives are the wants and desires of consumers; the demands of 
consumers determining the commodities supplied by producers. 
After all the reproach cast on the Mercantile School, modern 
economists have themselves lapsed into the error they liavc imputed 
to it. If every man produced for himself what bo desires to use or 
possess, it would be patent and palpable how diverse are the motives 
summed up in the phrase ’ desire for wealth ’—motives which vary in 
different individuals, different classes, different nations, different 
sexes, and different states of society...The desire for wealth is by no 
means necessarily an incentive to industry, ami stilt less to abstinence. 
War, conqnest, plunder, piracy, theft, fteud, are all modes of acquisi¬ 
tion to which it leads. The robber baron in the reign of Stephen, 
sod the roerohaut and the Jew whom be tortured, may have been 
influenced by the same motives. The prodigal son who wastes his 
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may, without serious risk of error, be neglected even 
in the concrete applications of economic doctrines. 
More usually, however, this abstraction from other 

aubstaoee w riotous living; ig influenoed hy the same motives^the 
love of Bport, Beusual ploasore, luxury, and oBtentatious display— 
which impel many other men to siren uoub exertion in buBinesB^* 
{Ennayn^ pp. 1C6—170). The whole of the above argument is very 
persuasively put, but it does not establish the conclusion that Cliffe 
Leslie desires to cstabliRh. By the desire of wealth is meant the 
desire of general purchasing power^ that is, the desire to increase one’s 
command over the necessaries and conveniences of life in general; 
and nothing that CHfle Leslie says proves it to be either an illegiti* 
mate or a barren assumption that in their ordinary economic dealings 
men are in the main influenced by this desire, and that, in consequence, 
a greater gain is preferred to a smaller. That there are enormous 
variations in men’s ideas, as to the particular things that constitute 
the necessaries and conveniences of life, is nothing to the point. 
For, as observed in the text, the immediate effects uf tho desire of 
wealth may be the same, although the ulterior objects hud in view 
are very different. A man may desire general purobaning power in 
order that he majr be asBisted towards the attainment of the noblest 
and most unselfish ends, bat it does not follow that he will therefore 
sell his services or his goods at lees than their market value. Grauting 
that the objects of men’s desires are very various, still, as Dr Sidgwick 
puts it, so far as they are exchangeable and commensurable iu value, 
they admit of being regarded as definite quantities of one thing— 
wealth; and it is just because the' desire of wealth ’ may, for this 
reason, be used to include * all the needs, appetites, pasKions, tastes, 
aims, and ideas, which the various things comprehended under the 
word wealth satisfy’, that wa are able to assume, to the extent 
required in deductive political economy, its practical universality and 
unlimitedness ” (PoliHeal Economy, 1691, pp. 41,2). We may add that 
it la also not to the point that, under different conditions, the desire of 
wealth may lead to very different lines of conduct. The assumption 
that men are actuated by this desire ia, in economic reasonings, com¬ 
bined with other assumptions—^as, for example, the absence of force 
and fraud—which circumscribe within certain limits the modes in 
which the desue can operate. 
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influences yields only an approximation towards the 
actual truth, which approximation needs subsequently 
to be developed and corrected. 

Even the above degree of validity is denied to 
the postulate in question by some economists. They 
hold that if the abstraction whereby we suppose men 
to act solely with a view to their own advantage is 
not condemned as leading to positive error, it should 
at least be rejected as practically useless. It is in 
manifest contradiction, they s.ay, to the facts of life. 
Knies, for example, rejects it on the ground that a 
society of men actuated solely and continuously by 
self-interest, and allowed absolute freedom of action, 
has never actually existed. He admits the possibility 
of hypothetically working out the laws of price, &c., 
that would arise in such a society were it to exist, 
but he denies that such a hypothetical enquiry has 
any utility or practical justification. One might just 
as well, he says, bjiso an enquiry on the hypothesis 
that all men are inspired by altruism, or that they 
all have an equally strong impulse towards charity; 
and he implies that such enquiries as these would be 
in all respects equally serviceable—or unserviceable— 
in enabling the economist to understjinU and explain 
the phenomena of the actual economic world'. 

^ Die Politi$ch$ Oekimomie votn getchichtlUhen Standpunkie^ 
p. 604. 
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The first point in the above argument—that no 
society of pure egoists has ever actually existed— 
is. strictly speaking, irrelevant. For the economists, 
whom Knies is criticizing, have always maistod that 
they ar§ dealing with abetractiona, with imaginary 
beings of a simpler type than are to be met with m 
real life. They have never posited the actual existence 
of a society of men, guided in all their actions by pure 
self-interest. The gist of their argument is not even 
that, in tHe one sphere of life with which they as 
economists arc concerned, the desire for wealth operates 
by itself and subject to no interference from the 
operation of other motives. All they affirm is that, 
taking a broad survey of the economic sphere, the 
desire, of each man to increase his command over 
wealth is far more powerful, and far more uniform in 
its operation, than the other motives, which someitimes 
act as a drag upon it. They hence argue that by 
calculating the consequences of this desire, they will 
he materially assisted towards determining what will 
happen on the average or in the long run'. 

■ The latter part of Knies’s criticism cannot be 
ruled out as irrelevant, but it breaks down on the 


I Menger apeoially inBiatB that the use of the so-called dogma of 
fieUdntereet !• mironderstood by the hUtorlcal school of German 
eoonomlatB.wheo they regard it as forming such a distarbiog contrast 
to ‘-foil smpitlosl actuality." See his Methode der SoeiaMtun- 

P- TO. 



IV.] DEFENCE OF THE METHOD OF ABSTRACTION. 125 


score of juvalidity. It amounts to this—that a 
doctrine, based on the hypothesis of pure altruism, 
would be just as near the concrete reality, as one 
based on the hypothesis of pure egoism; in other 
words, that, in their economic dealings with one 
another, men are as uniformly and as powerfully 
influenced by an immediate desire to augment their 
neighbour’s wealth as by a desire to augment their 
own*. But this argument is certainly contradicted by 
all the facts of actual economic life., Lool{ where we 
will in the industrial world, do we not find self-interest 
—controlled though it may bo by moral, legal, and 
social considerations-r-the main force determining men's 
actions ? Is it not a patent fact that in buying and 
selling, in agreeing to pay or to accept a certain rate 
of wages, in letting and hiring, in lending and borrow¬ 
ing, the average man aims at making as good a bargain 
for himself as he can ? He may be restrained within 
certain limits by law, morality, and public opinion; 
and the influence exerted by restraining forces such as 

* Theoretically an attempt might be toade to work out deductively 
the eoQ^equeaoes of the eole oper&Uon of altroUtic motives, all mter* 
ferencea due to .the operation of other moiivea being ignored. The 
contention in the text ie, however, that thia would not in any caee 
have any praoticol value. Sir Henry Maine rightly orges that ** the 
practical value of oU scienoea founded on abairaotions dopenda oa the 
relative importanoe of the elementa rejected and the elementa retained 
in the prooeaa of abatraotion {Early Hutory of Imtitutiom, p. 

The queation at iaaoe turns therefore on the relative importanoe of 
egoiedo and aHrniatio motives in eoooomio affairt. 
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these must be ultimately taken into account. Still the 
desire for wealth is, under normal cnnditiotiB, the active 
impelling force; and the immediate economic conse¬ 
quences of this desire are the same, however unselfishly 
the wealth gained may ultimately be expended. It is 
this fact of common experience that justifies economists 
in starting from the conception of the economic man, 
as approximately typical of actual men considered iu 
their economic relations. Conclusions based on this 
conception contain a hypothetical element; but they 
are nevertheless, at auy rate in certain departments of 
the science, within measurable distance of the concrete 
realities of the actual economic wprld'. 

^ The above is freely allowed by some writers wbo on obber grounds 
oriticiae the English sohool of political economy. economist/* 

says Professor B. Mayo-8mitb» ** would venture on the solution of an 
economic problem without tahing into consideration the fact that men 
are ordinarily moved by self-interest*' (Science Economic DUcusnion^ 
p. 118). ** Hypothetically/* says Wagner, the use of the theory of 
self-interest is always proper; and, for the isolation of causes, it has 
proved the best of methodological tools. For we have here an elment 
common to all men. We have an element foimded on a law which is 
in truth a * natural ’ and umversal law. It is based on the physical 
joatore of man, on bis mental nature (which depends primarily on his 
physical nature), and cm faia relations to the external world. As it 
affects the individual, so, alsot it represents the interest of the species, 
since the species exists and is continued only through the individual. 
The objections of historical economists are obscure, and are carried 
too far» when, instead of admitting the hypothetical value of de* 
duotion from self-intereet, they deny that it has any value what- 
They make a mistake which is the reverse of the mistake 
d the advocates of pure deduction; and their mistake is the greater. 
In Wridering ihe modifications of industrial self-interest in dif* 
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At the same time, in so far as it can be shewn 
that in certain spheres of economic action men are 
normally moved by altruistic motives, this can be more 
or less I'ecogoised in the abstractions upon which the 
economist’s more general reasonings arc based. It is, 
however, doubtful whether it would be possible, in any 
case, to base upon ,the hypothesis of general altruism 
an exact science corresponding to English political 
economy. For the desire for the general welfare is 
not a motive capable of being measured in the same 
way as the desire for wealth can be measured'. 

We have in the above argument accepted the 
descriptiou which Knies gives of the economic man 

ferent individuals, different peoxdes, at different times, and itsTarioue 
combinations with other motivea, they forget that there is, after 
all, a universal element of humanity in this selfishness (Jahr- 
hdeher fiLr Natwnalokowmie n»d Stati$tikf March, 1866, p. 281; 
Quarterly Jourjial of Economice, October, 1886, p. 118). Wagner goes 
on to point out, what we have already insisted upon, that *^aelf« 
interest, when spoken of as the motive of industrial action, often does 
not mean one's individual interest alone, bat incladea the interest of 
others; to be sure, of others in whose welfare the person who acts 
takes an interest. Consider the family, the acquisition of property 
for transmission to descendants. Here the sgoistic action passes 
over into altruistic action. But it may nevertbeless be said that, 
although there is a widening of the egoistic motive beyond the 
individual, it still remains egoistic.^’ There may seem contradiction 
hexw I but there ie no real contradiction. An individual action may 
form one link in a series of actions which, considered in their totality, 
are altruistic; and yet considered by itself, and in relation to its 
immediate oonseqnences^ it may be uudistinguisbable from an action 
that is purely ^[oistio. 

* ' Compare Marshall, Pretent PotiUon EcoHomiet, 
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as being actuated solely by self-interest. But it must 
be remembered that, as we have shevm, the economic 
man need not be conceived as a pure egoist. All we 
assume is that in his economic activities his immediate 
aim is the attainment of a maximum of wealth with a 
minimum of effort and sacrifice; and it is only with 
reference to this immediate aim that we can describe 
him u actuated by self-interest alone. 

But it is time now to turn to the other side of the 
picture. Whilst the process of abstraction from the 
full empirical actuality is an instrument of the greatest 
possible utility in economic investigations, the econo¬ 
mist cannot by this means alone explain all industrial 
facts. Neither the conception of the economic man 
nor any other abstraction can suffice as an adequate 
basis upon which to' construct the whole science of 
economics. In completing our investigations we have 
generally speaking to deal with something far more 
complex. As Boscher puts it, we must in our finished 
theory " turn to the infinite variety of real life.”J 

1 afastTACtio!! afloordiQg to whioh all men are by nature the 
same, dlSmnt only ia oonaequesoe of a diffaranoe of education, 
position in life, all equally well equipped, skilful, and free in the 
ot ecoQomio production and consumption, is one whicb, as 
Siourdo and tou Tbfinen haTe shews, must pass as as'indu{MB« 
Jabls atage is ihs pnparatory labours of political soonoaiatsi It 
la^^a^iaUjr^woil, when an eoosoimo faei i 4 j>redaced by the 
oQi^parat^ diftwent factors, for tbs iuvestigslot to msntally 

^ taattr ^ which, for the tiise beiag, he wishes 4o examiM 
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§ 3. JSimmple/i of ec-ouwnxc prohhntH rerjuinnff fo^' 
their complete solution a realistic lreaime7it. —It is in 
attempting the final solution of problems, relating to 
the distribution uf wealth, that it is most, obviously 
insufficient to regard mankind as simply and entirely 
concerned in the pursuit of gain, iri'cspective of social 
surroundings, aud the operation of other than pecuniary 
motives’. The love of a certain country or a certain 

the peculiar nature. AU other factors should, for & tiue^ be bon- 
sidered as not oporating, and aM unchaugrabhs and thou thv qu(>Ktion 
aakod, Wliat would be tbo <‘fiect of a change in the factor to bo 
examined, whether the ohanre be occaHion(*d by cularging or dimi¬ 
nishing it ? But it never should be lust Hght of, that sucli a one ia 
only an abstraction after all, from whicli, not only in the transition 
to practice, but oven in finished theoiy, we must turn to the infinite 
variety of real life” (Pnno^p^<'^ of Vohti^l Econowtj^ j} 2ti). 

^ If by an economio motive is meant any motive that influences 
men’s economio activities, it is clear that the desire of wealth is not 
the only economic motive. W^cr givM a five-fold claasifioation of 
economic motives in the above aeneo: four egoistic, and one non- 
egoistic. (1) The wish for gain, and the fear of want. (2) The hope 
of rew^ of a non-eoonomic kind (s.g., approval), and the fear of 
disadvantages of a non-economic kind punishment). The 

operation of such motives as these is important in connexion with 
slave labour. (8) The sense of honour, and the fear of diegraoc. The 
gild system under ideal conditions is an example of tho operation of 
these motives. Another example is to be found in the pridn wliit^ 
every good workman takes in the quality of his work. (4) The 
impulse to activity and to the exorcise of power, and the fear uf 
the results of inactivity. ** Sometimes, in the restless activity of 
men who earry on industry on a great scale, the wish to accumulate 
property is the immediate aim—hat not eo much for tbo sake of 
material advantage, as for the sake of the power which a fortune 
confers.” The motive of rlvaliy, which may also under ceitaiu 
oanditions exert an ai^reciable influence, is closely akin to the 

9 


. IL 
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locality^ inertia, habit, the deure for personal esteem. 


love of powor. (6) The non^^oiAtic motive is the eense of iuty 
and the fear of oonscionoe. **Beeanse of it| competition h not 
pressed to the ntmost, prices do not reach the highest or lowest 
limits which the pursuit of individual advantage would fix, and would 
fix without enoountering an effective check in the mere sense of 
honour and propriety. Under this head, we are to olase not only all 
charitable action, but the casee where an industrial or social superior 
purposely refrains from making bis own uiterest the oxclueive ground 
of his economic conduct.’* Bee Wagner's OrundUgung der polituchen 
Oekonomie^ gg 83^-40; and Qfuirt^Ig Journal of Econamia^ vol. 

pp. 116—lai. 

> Political coonoiniste^'* said Mr Cbambetlain in a speech at 
Inverness in September, 1886, **find it difficult, perhaps, to under* 
stand how such unpractical considerations as the traditions and 
the history of a race, the love of home and of country, religious 
enthusiasm, and political sentiments, should absolutely prevent a 
Highlander from accepting with oomplacenoy a proposal to exile him¬ 
self from the land, which his forefathers have possessed and cultivated, 
for which they have shed thtir blood, and in which they lie buried. 
But human nature is a greater force even than the laws of political, 
oconoiny, and the Almighty Himself has implanted in the human 
breast that passionate love of country, which QvetB with irresistihle 
attraction the Esquimahx to his eternal snows, the Arab to his sandy 
desert, and the Highlander to his rugged mountams/’ Noog of our 
leading economists are really open to this reproach. In the appli* 
cations of political economy, if n<^ as an integral portion of the 
science itself, they recognise the neoessi^ of investigating inductively 
the opmtion of all the foroes that affect the movement of labour 
from cc^nti 7 «to oountryj and from place to place within the same 
ebtmtry; and amongst such foroes tiiey do not overlook ihoee here 
referred to by Mr CJl^omberlain. The above quotation may serve to 
iUnstrate how narrow and one-sided is the political economist in the 
general estimation; and how common it U to substitute for the views 
of eoottomiats ibemselvea, the opinioxM of superffcial readers who 


bnve s^arated fragments of economic doctrine from their proper 
cotriMti Beoaoee of mistmderatMidingB of this sort it becomes the 
m/Hh nebomaty to insist that the abstract theory does not exhaust 
^ whole of tiM eoiesoe- 
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the love of independence or power, n preference for 
country life, class prejudice, obstinacy and foelin^ of 
personal ill-wilP, public spirit, sympathy, public opinion, 
the feeling of duty with regard to accepted obligations, 
current notions as to what is just and fair, are amongst 
the forces exerting an influence upon the distribution 
of wealth, which the economist may find it necessaiy 
to recognise, though the precise weight to be attached 
to them varies enormously under different conditions. 
The special influence that may be exerted by ethical 
motives has been referred to in rather more detail in 
an earlier chapter. It is to be remarked that even in 
the abstract theory the economist assumes tha^ the 
rules of conventional morality'in matters of business 
are generally accepted and obeyed. The standard of 
such conventional morality is, however, subject to 
variations, as also the extent to which departures fi'om 
it are*common; and variations of this kind should not 
be overlooked by the economist in his more concrete 
investigations. As a special case, attention may be 
called to the extent to which the conventional morality 
of the market pushes the rule of caveat emptor. Even 
in. the same society at the same time this varies in 
different classes of transactions. ' 

Amongst important circumstances affecting wages 
are qualities of co-operativeness and habits of combi- 
‘ * Tbm fitnM may «xart so importaat mfinenoa la trade diepataa, . 

9—2 
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nation amongst the labouring clasties, an well as the 
Hocial forces and legal regulations which determine how 
far these qxialitics and habits shall have free play. 
Again, in discussing the labour question, it is obvious 
that differences of enterprise and knowledge as affecting 
a man’s willingness or ability to change his condition 
must not be overlooked. Regard must also be had to 
legislation of every kind in so far as it directly or in¬ 
directly affects the mobility of laliour. To take a special 
case,—the economist has to discuss the circumstances 
determining the wages of women, and to enquire whether 
these are in any way different from those determining 
the wages of men; but only by investigating the opera¬ 
tion of various social influences can he obtain anything 
like an adequate solution’. 

Turning to the more general problem of the causes 
of variations in the supply of labour, we find it to be 
one that depends materially on the social, intellectual, 
and moral circumstances that determine men’s standard 
of comfort, as well as on such conditions as the price of 
food and other necessaries. This point may be illus¬ 
trated by reference to Mill’s treatment of the argument 
that under sooiaiism, “ the jmidential restraint on the 
multiplication' of mankind Vould be at on end, and 

> Oompue tlt« trefttment of thi* problem in Walker’s 
QtMMtwn, pp. 872—S84; and in Profouor and Mrs Ifarshall’s 
. JBamoMtei «/ Indtutrv, p|>. 179—177. 
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population would start forward at a rate which would 
reduce the community, through successive stages of 
increasing discomfort, to actual starvation." ‘ He says 
that "there would certainly be much ground for this 
apprehension,” if socialism “ provided no motives to 
restraint, equivalent to those which it would take 
away ”; but he then goes on to speak of the force of 
public opinion as possibly supplying a new motive, to 
which, in accordance with the general tenour of his 
remarks, might be added that of public spirit attd cure 
for the general well-being. It is easy to exaggerate the 
probable efficacy of these forces; but the illustration 
win at least serve to shew how, in arguing from one 
state of society to another, thorn is need to investigate 
and allow for the effects which different surroundings 
may have on human action. 

When we pass to the production and accumulation 
of wealth, we find again that the motives in operation 
vary in different instances*. Work, for instance, that 

^ PrincipUt of Political PfConomy, it. 1, g 8. 

* Tafit perman^t sodetias^ in long ages of history, populations 
Bnoh as the Egyptian and the Indian, under a strict caste system, 
have shewn an astonishing degree of industry, directly stimulated by 
habit) social feeling, and religioiu duty, and, in a very slight degree, 
"by personal, desire of gain. In religions societies under very diiterent 
kinds of faith, vezy aotire indostry, on a scale quite decisive as an 
experiment, has b^n stimulated by purely religious motives. Some 
^ the most splendid results of industry ever reeorded^the olearing 
M wildernesses; vast public works, snoh as bridges, monuments, and 
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« 

is inspired by mere love of routino, and saving that has 
become a mere habit, are not so uncommon as d priori 
wo might be inclined to imagine. One consequence 
of the latter fact is that wc cannot discover tho laws 
determining the accumulation of capital, or the precise 
way in which a fall in the rate of interest will affect 
saving, by considering exclusively ,the effect of tho 
desire of wealth. 

Even in tho case of a purely monetary qnebtion, 
such as tho circumstanceb determining the amount of 
the depreciation of an inconvertible euncnc^, an im¬ 
portant consideration may bo the extent to which a 
people’s distrust is aroused, and this in its turn may 
depend partly on their political sympathies, or on their 
knowledge and intelligence, or on the extent to which 
their power of moral restraint prevents them from giving 
way to unreasoning panic. This last point is still more 
clearly important in connexion with the phenomena that 
constitute a financial crisis. The theory, for example, 
of the recurrence of such crises at regular intervals, so 
fiiT as it does not involve the operation of physical 
causes (as in Jevons’s sun-spot theory), may require 

temples { the Ininiss of whole raoes of aavagsB into bahtts of toil— 
h»T/beea wwotnpliahed by pordy rellgioas bodies on piuely reUgiotu 
by stoQks, missioawies, and priests.”—•Frederie Harrison 
OB the Lifftitt of PoUtieal Bcononff in the Fortnighily Rnifw, 
$1^ ;«M im. 
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to be modified accordiog to the stage of a nation's 
intellectual and moral development. 

I 

Further illustrations might he added, bringing out 

in particular the influence exerted on industrial pheno* 

mona by legal conditions’, and by political and social 

institutions; but enough has becu said to shew that, 

* 

while the pursuit oi' wealth may bo the main force of 
which account has to be taken, still—if economic science 
is to succeed in affording an tuioquate explanation and 
olucidation of the facts of economic life—'it is necessary 
also to have regard to social surroundings, and the 
operation of diverse other motives. 

§ 4. Distinction between political economy and other 
social enquiries .—Since a realistic treatment of economic 
problems ii usually essontial to their complete solution, 
It is necessary that economists should keep in ^ew 
all the various aspects of social life; and it is clearly 
mischievous to aim at an entire isolation of economics 
from other social sciences. But political economy does 
not, therefore, lose its individuality. Fur the recognition 
that the various forms of social activity arc in many 
ways interdependent does not destroy the significance 
of the differences between them; and to do away with 
the boundaries, that now separate the different social 

* It is pointed oot L; Sebdoberg that the legal iaetor is one that 
mtiBt always opevate, however much the maxim of laiwer /aire la 
, flowed to exert an lofluenoe. There must be laws relating bo 
property, dto. 



136 POLITICAL ECONOMY AND SOCIOLOGY. [CHAP. 

sciences, would be to sacrifice all the gain resultinji 
from scientific division of labour Political oconomy 
has necessarily to take account of facts that belong 
primarily to other subdivisions of social enquiry; but 
iid study of them is confined to ono particular point of 
view; it is concemod with them only in so far as they 
have a direct oconomic bearing. Hence the economist 
rightly neglects, or passes ovor very lightly, many 
phenomena, and relations between phenomena, that 
iu‘e of central importance from the standpoint of other 
social philosophers, e.g.^ the jurist, the moralist, or 
the stuilcnt of political science. “ Thtj tendency of 
scientific progress,” as Chcrbuliez htvs well remarked, 
“ has always been to separate tlio sciences, not It) 
confuse them; to divide and subdivide the domain 
of their investigations, not to make of them a single 
field, cultivated by the same hands, following the same 
methods.”’ 

It may be observed in passing that physical, as well 
as social, conditions have to be taken into account in 
political economy. If, for instance, a rise in wages 
takes place, the possibility of its being maintained 
may depend on the effect of better food upon the 
efficiency of the workers. The law of diminishiug 
return, again, has a direct physical basis; and it is 
impossible properly to investigate the effects of free 

it Ia SeUftet 6emt>miqvt, voL 1, p. 9. 
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trade apart from the assumption of physical difforencos 
between different countries. But no one therefore 
regards political economy as having no existence in¬ 
dependently of the physical sciences. We may argue 
further from the analogy of the physical sciences them¬ 
selves. For it is* also true that phenomena in the 
’physical world are in various ways interdependent. 
Geological phenomena, for instance, aro dependent 
upon physical and chemical phenomena. But no one 
therefore denies the right of geology to be recognised 
as a distinct science. It hits bcoii truly said that in a 
souse everything includes everything else, and no doubt 
on the problem of the i*ent of land it might be possible 
to build up an encyclopaedia of the scioncos. Never¬ 
theless, subdivision and specialization are necessary, if 
we are to advance in accurate knowledge. 

Granting, then, that political economy is not a 
wholly independent and isolated science, it is still to 
bo regarded as a distinct division of speculative truth ; 
and it may rightly take rank os a social science marked 
off by special characteristics from other social sciences. 
It is, in other words, a science in which a form of social 
activity of a distinctive character is singled out for 

distinctive treatments 

< 

‘ It u to be observed tbst Dr Sehftobeig—who msy be taken as 
r^resenting tUe prevailtog view of Oerman economists—whilst full; 
reoognismg, and indeed insisting apon, the intardependenoe of economic 
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Even if we recognise in the most unreserved way 
that political economy is only one division or depart¬ 
ment of social science, there is a special reason why, 
in the pre.<ieDt state of sociological knowledge, we 
should not seek to give economic doctrine an entirely 
now form with a view to its absorption into general 

J 

sod other eodal phenotneoa, etU] speaks of political economj as a 
epeoial independent scienee {**eine eigene nelhntnniifje Wuienschajt *’). 
He Rives the following as the great fiindameotal life spberea of every 
people, conatitntiag, in their totality, national life; juatiro, art, 
science and education, family life, social life and morality, religious 
life, poUtioal life, and eoooomio life. Tho last^of these spheres, 
he remarks, stands in the closest causal connexion with tho others; 
it influences them, and ie influenced by them. In studying it, there¬ 
fore, we roust reoogniee these causal relations. But at the same time 
economic life is a distinet »*phere of national life; in it men pursue 
peculiar ends \ in it peculiar forces are developed, it depends 
on special inetitutions; into it enter peculiar problems; and It ie 
consequently the sub^t of sn independent eoienoe. See Sohonberg’s 
Hofidiueh, vol. 1, pp. 8, 16,17. Compare, also, Dr von Boheel in the 
same volume of Ae i/a»dbtiek, p. 69. **It has been proposed,’* 
he says, that poUtioal economy should be enlarged into the adenoe 
of society, while it ought only to be said of it that it should be 
enlarged into one of the social sciences—in opposition to the too 
narrow oonoeptions which were held formerly.” Enles expresses 
bimsdf similarly One may take into eouideratioD a scienoe which, 
under tiie name of sooiology or any otb^ name, would have to set 
forth the undeiiyiag vjdvnUi theory for all state and eocial sciences. 
But with all thatp the joit claim and unavoidable requirement of a 
qieeial care for political and sodUl coonomy, in the sense in which it 
ie known te ua, ie ekiU not In th« least afleoted. If this braneh of 
which has grown up with the devdojsngnt of the seientiflo 
flMsion of lebotfr for the special inveetigatioo of ^ very large and 
Important qphere of human social Ufa, were not there already, ttien it 
wo^.hae« fo bp immediately invented” (Die PoittUche CkkwmU 

j(espWeU/fotai 5tmd|pMikts, 1688, p. 9). 
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sociology. Comte charged political economy with being 
radically sterile as regards results. But 'what results 
has sociology, conceived as a master-science dealing 
with man's social life as a whole, yet to shew ?' It has 
been well said by Lord Sherbrooke that sociology, as 
distinct from the special social sciences, has yet its 
'spurs to win. The time may come when in the domain 
of social science widb generalizations are osjublishod, 
from which each special scicbee that deals with man in 
society may learn. There may thus bo constitutod a 
body of general sociological doctrine, to which political 
economy is Hubordinatod. But economics cannot wait 
for sociology in this sense to be built up. “It is 
vain,” says Professor Marshall, “lo speak of the higher 
authority of a unified social science. No doubt if that 
existed, oconomics would gladly Bnd shelter undei its 
wing. But it does not exist; it shews no signs of 
coming into existence. There is no use in waiting 
idly for it; we must do what we can with our present 
resources." ^ 

1 Preient Poaitim of Bcommia, p. 864 Dr Sidgwiok in his Scope 
and Method ofSqrmomic Science expreisefl" himself to a eizmlar efleoi. 
He dieoQseee in eome detail the dlaijns of sociology to be regarded as 
a positiTe or established acienoe, talftog Comte^s own tests of (1) con¬ 
sensus or ooDtinoity, and (3) pronsioo (p. 46); and on both Kroonds 
he deoidoB the question is the n^ative. ** There is so reason,'* he 
in oonolusion, *'to despur of the progress of general eodolog^ \ 
but t do not thmlr that its dsTelopcsant oan be really promoted 
hf Autting our eyei to its present yery mdunentarj condition. 
When the genexal eeiesoe of sode^ has the problems whieh it 
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It may be added, partly by way of qualification, that 
there is one particular department of economic enquiry, 
in which the connexion with the general philosophy of 
society is closer than in other departments. It seems 
clear that in seeking a theory of economic progress, the 
method of specialization can be carried less far than 
when wc are discussing laws that presuppose given 
condition? of industry. It is indued possible to traco 
historically the actual course of progress from the 
specifically economic standpoint; and generalizations 
relating to points of detail in economic dovulopmeni 
are attainable apart frum any general theory of social 
prugrc'ss. But since it is admitted that the oconuniic 
conditions of any given stage in the progress of society 
are determined not mci'ely by the economic uonditions, 
but by the general social characteristics, of the pre* 
coding stage, no theory of the tendencies of economic 
evolution as a whole seems likely to be reached in¬ 
dependently of some theory of tbo general tendencies 
of social development. 

has aa yet only managed \o defioe more or less clearly—when for 
poBltlve knowledge it can ofiet m aomethizig better tliao a mixtare 
of vague and varionsl; appbed ^diyaiological SDalogiea, imperfeotlj 
vaxifled hUtozioal genaralisationgr nod unwarranted politioal pre« 
diotionc—wban it has succeeded in eBtabliahicg on the bans of 
a realty eoientifio indtacium its forecaate of social evolution— 
its aauitence will be irreiistibly felt tbrougbout the range of the 
more ^edal mialrioB into different departments of eocial fact*' 

Kf 46 ). 
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It is from the department of economic progress 
tha^ those who attack the old political economy draw 
their most forcible illustrations; ao-d it is farther to 
be observed that as general sociology is frequently 
conceived, its one fundamental problem is “ to hnd the 
laws according to which any state of society produces 
the state which succeeds it and takes its place.'’’ 
When sociology, as thus interpreted, can lay down 
propositions that are definitely formulated and clearly 
established, then the theory of economic progress may 
with advantage be specially subordinated to it. 

1 J. 8. Mill, Lo^, ?ol. 2, p. 510. 



NOTES TO CHAPTER IV. 

A, On the Distujction between Abstract and 

Concrete Political Ecxdnomy. 

The discueeion in the preceding chapter naturally leads 
to the recognition of two stages in economic doctrine, which 
may be called the abstrMt and the concrete stage respoc- 
'tively^ In the abstract or pure theory of political economy 
we concern ^rselves entirely with certain broad general 
principles irrespective of particular economic conditions; 
or, as Jevons puts it, with ** those general laws which are 
so simple in nature, and so deeply grounded in the con* 
stitution of man and the outer world, that they remain 
the same throughout all those ages which are within our 
consideration." The method of the abstract theoi 7 is al¬ 
most wholly deductive and hypothetical; for though based 
ultimately on observation, it works from artificially simplified 
data. The results obtained are in one sense of universal 
aj^lioation, sinoe they an ready to be modified to suit 
partdcttlar circumstances a^ the occasion'may arise; but 
th^ afe in themselves always incomplete, since we cannot 
by aid^ alone adequately understand the economic 
phencmesa of actual life. 

* Oonqiare Jmat oa 7A« Futun of Political Eeommt)/ in tbs 
So9ti^ for Kovetator, 1876, p. fiSS. 
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Concrete economics comes in to supplement the pure 
theory, and is not content with merely hypothetical results. 
Its laws are obtained either by direct generalization from 
experience, or by the aid of the deductive method.' In 
the latter ease, however, the premisses aro adapted to suit 
special circumstances, and both premisses and conclusions 
are constantly tested by direct appeals to experience.' In 
formulating concrete economic doctrines we seek to lay 
down laws that are operative over a given period or in a 
given state of society. Such laws are for the most part 
relative, not universal, in their application'. 

We have the pure theory par txctlUnoe., when we 
concern ourselves with economic men, supposed to deal 
exclusively with one another in a state of economic free¬ 
dom. On this basis the laws of competitive values, wages, 
rent, iAerest, ikc. are worked out in their most general 
and abstract forms. Jevons’s Theory of Political Economy 
may be given as a typical example of an abstract treat¬ 
ment of the subject, as contrasted with such a work as 
Walker’s Wages Question, where the treatment is in the 
main concrete. , 

The line between abstract and concrete political economy 
hardly admits, however, of being rigidly determined; for 
the extent to which we have in view special circumstances 
and conditions of society may sometimes be a matter of 
d^ee. Even the same doctrine (e.p., the doctrine of cost 
of produoi^n as the regulator of value) may be regarded 

* What is here spoken of as concrete economics has ‘ sometimee 
been called applied economiofl. As already pointed oat, however, the 
kt^tar designation ii ambiguoue; and on the whole it seems best to 
keep it lor what is also called the art of peditieal economy. 
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an having an abstract or a concrete character according to 
the Diode in which it ia treated; and in some cases the 
concrete doctrines are just tbe abstract doctrines plvs some* 
thing more, namely^ an enquiry into the special conditions 
under which alone the latter can be applied to existing 
factS} and an investigation of the modifications of doctrine 
needed in consequence thereof. Instead, therefore, of at* 
tempting to draw any hard and fast line between the two sets 
of doctrines, it may be better to say simply that political 
economy is abstract in bo far as it neglects special conditions 
of time, place, and circumstance; while it becomes more 
and more concrete as it takes such conditions into account. 
This relativity does not detract from the importance of the. 
distinction, which is of special utility in relation to problems 
of method. 

It should be added that, the manner in whiclf the dis¬ 
tinction is here expressed, and even the distinction itself, 
would not be universally accepted. For, as we have seen, 
some economists practically deny the possibility, or at any 
rate the utility, of any abstract or hypothetical treatment 
of eoononvcs at all, while others seem to regard the pure 
theory as exhaustiog economic science. An endeavour has 
been made in the preceding chapter to controvert both 
these views. The pare theory may lightly be regarded as 
of great and even indispensable valne as the general basis 
of economic reasoning, while it is at tbe same time held to 
be only of a larger whole. ^ 

It su^y) indeed, sometimes be possible to pass im. 
^.medisMy the pure theory to ^ interpretation of 
individnal phenomena of ^e aotoal economic world; but 
; ttOM oln^Dy there is required the intorrention of a body 
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of doctrine^ which, while possessing a certain gonerality of 
form, is still not purely abstract in character, or capable 
of being worked out merely by the aid of those simple and 
general data, which alone are recognised by the abstract 
theory. It is this body of doctrine that constitutes concrete 
political economy, as broadly distinguished from the pure 
theory of the science. 

The reasoning of the abstract theory has a logical 
precision which concrete economics for the most part lacks. 
Being hypothetical it can bo made demonstrative and 
necessary, so that among properly trained persons there 
should be no room for differences of opinion in regard to 
^its conclusions. Concrete economic doctrines are in com¬ 
parison contingent and indeterminate. But it does not 
follow that they therefore form no part of the science, or 
that they are essentially unscientific and untheoretical. It 
ought frankly to be recognised that not all science is of 
the demonstrative type; and it would be a great niistake 
to narrow our conception of political odonomy to tho pure 
theory alone, simply in order to attain perfection of logical 
form. 


B. On the Distinction between the Statics 
AND THE Dynamics of Political Economy. 

Ik speaking in the preceding chapter of the laws of 
economic progress, another subdivision of political economy 
has been indicated, about which a few more words may 
here be added. Economic doctrines may treat (a) of the 
phenomena of wealth as they present themselves under 

10 
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givi^n economic conditions; or (6) of the manner in which 
these conditions themscWcB vary oyer long periods of 
time, together with the economic changes tiiat ensue therO' 
upon. 

' The former of these branches of enquiry constitutes the 
main body of economic science. To it belongs, for example, 
the investigation of tlie laws which in any given society 
regulate the division of what is produced into the shares of 
rent, interest, and earnings. The latter branch of enquiry 
may be dietioguished as the study of economic progress ; and 
tlie resulting doctrines constitute in their totality a general 
theory of economic development or evolutionv The laws of 
the movement from sUUus to contract, and of the transition 
from collective to indiAidual property, may be given as 
examples of special doctrines belonging to this division of 
the subject. 

Using terms which Comte introduced into the nomen¬ 
clature of social science, Mill and some other economists 
speak of these two branches as the skUics and dynamics 
of political economy respectively. These terms are not, 
os a matter of fact, specially appropriate; they may even 
be misleading. In so-called economic statics we are fre¬ 
quently engaged in examining the effecto of particular 
changes, changes in demand, in cost of production, in 
the amount of currency in circulation, and the like. The 
economic world, even in a given state of society, is in 
perpetual movement; pric^ vagea, profits, systems of cur« 
rency, tarifib, Ac. are continually changing; and it is the 
basin ess of pi^tical economy, independently of any theory 
of economic progress, to investigate the mutual relations of 
ohaagM. 
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Apart, however, from the use of these particular terms, 
there can be no doubt of the importance of the distinction 
itself, especially in the discussion of economic method. The 
theory of economic progress is exceptional in its almost 
entire dependence upon an historical method of treatment; 
and, as pointed out in the preceding chapter, it is more 
distinctly subordinate than are other portions of economic 
doctrine to general sociology. Some members of the histo¬ 
rical school consciously or unconsciously identify the study 
of economic development with political economy as a wliolc, 
or at any rate regard it as the only portion of political 
economy worthy of scientific treatment. The relative value 
that they attach to the historical method in economic in¬ 
vestigations is consequently very great, and the nature of 

4 

their disagreement with other economists is somewhat apt 
to be misunderstood. 

It should be added that the expressions aUitu:8 and 
dynamics of political economy are also used to indicate a 
distinction of a somewhat less thoroughgoing character 
than that described above. An economic theory is termed 
static if it is based on tlie assumption of what has been 
called a $t€Uionary state, that is to say, a state in which 
there occurs no essential modiBcation of the general con¬ 
ditions under which production and consumption, distribu¬ 
tion and exchange, are carried on. In other words, in a static 
enquiry, the effects of changes of a certain specific kind are 
considered, but the general social and economic conditions 
are supposed fixed; it is assumed tha^ no fundamental 
changes take place in the general character of social wante, 
thAt no inventions lead to the introdnotion on a large scale 
of new metimds of production, that no sudden diminution 

10—2 



148 ECONOMIC STATICS AND DYNAMICS. [OHAP. IV. 


of populatiou is caused by war or famine, that there is no 
progressive exhaustion of muroes of supply, and so forth. 
At a later stage it become necessary to consider the effects 
of such changes as thrae, and we then pass on to the 
dynamics of the subject. It will be observed that what is 
here meant by the dynamics of political economy amounts to 
something less than a general theory of economic evolution. 

The distinction between statical and dynamical theories 
as here drawn is a relative rather than an absolute one. 
Still what lies at the root of the distinction is of consider> 
able importance, especially from the methodological point 
of view; and it is also important to recognise the true 
nature of the relation between the two kinds of enquiry. 
The static, as distinguished from the dynamic, treatment 
of any problem involves a higher degree of abstraction; 
and the justification for such a treatment is to be found 
in the gain in clearness and precision that results from 
commencing our study of the operation of economic forces 
by considering them as for as possible in isolation and not 
in combination. Our problems are thus simplified and we 
take them first of all in a form in which they admit of a 
definite and precise solution. As in other cases, however, 
where we make use of abstraction, the statical treatment 
is not final; and it should be supplemented by a Ids 
abstract treatment wherever this is possible. 

Professor Marshall has some interesting observations 
on the importation of the terms statics and dynamics from 
physics into economics. He allows that there is a fairly 
close analogy between the earlier stages of economic 
reasoning and the devices of physical statics; but he Qon- 
sidaTs that dynamical wdutions, in tiie physical ^pnse, of 
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economic problems are unattainable. He thinks that in 
the later stages of economics biol<^cal analogies are more 
serviceable than mechanical ones; and hence that while 
economic reasoning should start on methods analogous to 
those of physical statics, it should gradually become more 
biological in tone. In other words, economic problems 
as they grow more complex are less concerned with the 
interaction of forces, regarded as merely mechanical in 
their operation, and are more concerned with organic life 
and growth'. This accords with the view that we have 
elsewhere expressed that when we come to deal with 
problems of economic growth and progress the appropriate 
method becomes less and less deductive and, more and 
more inductive. For it is to be observed that mechanical 
analogies (dynamical as well as statical) naturally suggest 
deductive methods of investigation, while biological and 
evolutionary analogies suggest inductive methods. 

C. On Political Economy and Common Sense. 

The point of view of Comte and his school is not the 
only one from which the claims of political economy to be 
regarded as a science have been denied. For the paradox is 

f 

^ Thus, ** in the earlier stages of economic, we think of demand 
and supply as crude forces pressing against one another, and tending 
towards a mechanical eqailibrinm; but in the later stages, the balance 
or e^nilibrlmn is oonoeived not as between omde mechanical forces, 
but OB between the organic forces of life and decay....Again, with 
€ve^ spring tha leaves of a tree grow, attain fall strength, and after 
passhig thm aenith decay; while tiie tree itself is rising year by year 
to its aenith, after which it also will decay. And here we find a 
biological analogy to oscillations in the values of eotamoditias or of 
sei^M ti^ut centres which are progressing, or parh^^s themselves 
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sometimes maiutoined that economic problems can best be 
solved by common sense, that ie, by the natural untrained 
intelligence and sagacity of tho plain unscientific man; and 
it is accordingly considered a mistake even to attempt to 
give economic reasonings a scientific form K 

The question at issue resolves itself to a certain extent 
into what is meant by sciefiee and scientific. Even those, 
who deny that political economy is a science, admit that it 
proceeds by systematic observation and analysis, and that 
it results in a body of ascertained and reasoned truth. But 
this is little different from what others mean by calling it 
a science. A science may be defined as a eonnectod and 
systemutized body of truths poHsessing generality of form. 
Truth lacking generality cannot constituU* a scionco; nor 
can even general laws so long as they remain detacho<] and 
disconnected. In maintaining, then, the possibility of a 
science of political economy, nothing more is meant than 
that it is possible to discover general laws of economic 
phenomena, to co-ordinate these laws, and to explain 
particular economic facta by means of thorn. 

In so far as the possibility of an economic science in 
this sense is not denied, the question resolve itself into one 
of ways and means of attaining the desired end; and we 
may here consider very briefly one or two of the arguments 
put forward in favour of having recourse to what is called 
a practical as opposed to a scientific method. 

A scientific treatment of political economy is deprecated, 

^ See Professor Bonamy Price's Praetkat PoUtieal Ecanomy^ 
Ohapler i.; also hie address as President of the Department 6f 
Bcoaomy and Trade, Booisl Science Congress, 1S78, published in the 
^ Journal qf ihs SUHstkol 5oc/sly, December, 1676, 
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because political economy addresses an unscientific audience 
and is bound to make itself easy U) be understood. Its 
aim is to make common sense the supreme ruler of industi'y 
and trade. The test of a true political economy is that its 
teaching, its principles, its arguments, and above all its 
language, shall 1)6 intelligible to all.” It is, in other words, 
maintained that the economist munt not be scientific, be¬ 
cause if he is he will be over the heads of his audience. Of 
course abstruse reasoning is out of place if simpler reasoning 
will serve the purpose equally well; and technicalities, that 
can without loss of precision be avoided, condemn them¬ 
selves. But to make intelligibility to the ordinary untraiitecl 
understanding Uio actual tost of truth is simply to pavo tho 
way to error. 

It is needless to say that in dealing with economic 
problems there is ample aco 5 )e wit4iin legitimato limits for 
the exercise of sound common sense. Common sense, or 
at any rate common experience, supplies the economist 
with many of his ultimate premisses; and, in regard to 
practical questions where there is n>uch to be said on both 
sides, common sense is often in the last resort the supreme 
arbiter to be appealed to^ In dealing with subject-matter 
so complex as that of political economy, however, it shews 
the reverse of true common sense to reject any of the aids 
that systematic methods of observation and reasoning can 
afipord; and, all things considered, it is not an unqualified 
disadvantage that the use and proper appreciation of such 
methods should neo^itate soD)e preliminary training of 

^ It m&y be said that common sense of the kind here had in view 
l^ongB to a somewhat rare tjpe; still it is eciitled to the natns of 
common sense, in so far as it is hardly amenable to eoieutilie rule, 
and ianot to be acquired by sciantlfie training. 
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a scientific sort. The concrete facts of economic life are 
BO familiar, that men are only too ready to ima^ne them- 
Bclves competent to form sound judgments in regard to 
them. It is, therefore, the more important that the need 
of scientific training in methods of economic analysis and 
reasoning should receive general recognition. It has been 
said that political economy is losing its infiuence because 
it is becoming too scientific. It should rather be said that 
its scientific pretensions have sometimes been misunder¬ 
stood and exaggerated, because the limitations to which it 
is subject, when treated as an exact science, have been 
overlooked. But however much the credit of political 
economy may have suffered from this cause, it has certainly 
Bufifered a good deal more from the crude dogmatism of those 
who have professed to apeak in its name, although they- 
bave received no adequate scientific training in its study. 

A further reason assigned for bolding that political 
economy should not arrogate to itself the name of science 
is that “ the truths proclaimed by it are ultimately truisms, 
which have always been known to all the world.” In so 
far as this statement is tru^ it is a statement that does 
not apply to political economy alone. Most scientific laws 
inolnde facts that have been known all through the ages } 
but they are far from being a bare restatement of these 
facts. The relation of science to everyday truths is that 
it examines their logical foundations and gives them a 
• precise form, correots uid supplements them, explains them 
meuis of higher generalizations, and so~ systematizes and 
ohMOcdiziBtea them. To do all this for such economic truths 
as are sdiready the common property of mankind is one of 
pitta ol (K^cal economy. 



CHAPTER V. 


ON DEFINITION IN POLITICiLL ECONOMY. 


§ 1. The prc^lem of 6efimti(m in political ecovomj /.— 
All writers on the method of science, from Bacon down¬ 
wards, have in some form or other called attentiosi to 
the importance of the part played by the explication 
Qf conceptions in the building up of any science; and 
it is certainly not less c.ssential in economics than in 
other sciences that our fundamental notions should be 
made clear. This end is effected chiefiy by discussions 
concerning definitions. 

There are some writers who decry all attempts to 
frame accurate definitions of economic terms. Such 
attempts are viewed with suspicion; they arc regarded 
as throwing dust in the eyes of the student, and as 
diverting his attention from more important points. 
Political economy is said to have strangled itself with 
definitions. Richard Jones, for example, who is known 
chiefly as one of the earliest orRics of the Ricardian 
school, and who was also one of the first to emphasize 
thd relativity of economic doctrines, speaks with 'much 
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scorn of those who would spend time in discussing 
definitiona “ I have been reproached,” he says, " with 
giving no regular definition of rent. The omission 
was not accidental. To begin, or indeed to end, an 
enquiry into the nature of any subject, a circumstance 
existing before us, by a definition, is to shew how little 
we know how to set about our task—how little of the 
inductive spirit is within us.”’ Comte writes in a 
similar strain, and so do some members of the modem 
historical school. They regard disquisitions on the 
meaning of terms as pedantic and useless, even if not 
positively misleading*. In all this, there is an element 
of truth. Mere definition carries us a very little way; 
and to bind ourselves by rigid definitions, or even to 
attempt perfect consistency in the use of terms, may 
sometimes—for reasons that will px^esently be stated— 
hinder rather than advance scientific knowledge. Still, 
while excessive wrangling as to the meaning of words 
is to be avoided, the fundamental importance of dis¬ 
cussing definitions in a really scientific way remains. 

It may be ol^erved, in the first place, that if some 
economists waste time by treating problems of definition 


^ Literary Bmairu of Richard Jowt, edited bj Wbevell, p. 598. ., 
* “ Word-splitting end definition.extesding,*' says ProfeBs<» 

Bo^b, “is a most agreeable ooonpation. It does not reojiui^.kafow-'’ 
jiiidgs. It u Buffioient to be aoute. Penona can spin ont their 
^definitions from their inner oonscioasnesfl b; the dozen, aje, and 
' oatoh the nnwaiy in the web " {Economic Interpretation of TluUyry, 

p-m- 
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in too great detail, others waste more time in verbal 
disputes unrecognised as such. Failing to give pre¬ 
cision to their own use of terms, and failing also to 
appreciate the sense in which the .same terms are used 
by other writers, they fall easily a piey to the fallacy 
of ignoratio tlenchi. Much controversy in economics 
might be avoided by a clear understanding of the 
different senses in which terms are used, and the 
relation of the different meanings one to another. 

But it should always be remembered that the 
problem of definition, properly understood, is something 
more than a mere question of language. " Definitions," 
says Milh “ though of names only, must be groundetl 
on knowledge of the corresponding things.” In the 
discussion of a definition, insight is often gained into 
matters of fact; and, as Dr Sidgwick has insisted 
in a highly philosophic passage in his Principles of 
Political Economy, the discussion itself may be of 
much greater importance than the particular definition 
finally selected. Economists, Dr Sidgwick observes, 
have been apt to “ underrate the importance of seeking 
for the best definition of each cardinal term, and to' 
overrate the importance of finding it, The tnith is— 
as most readers of Plato know, only it is a truth difficult 
to retain and apply—that what we gain by discussing 
a definition is often but sligfitly repre6cnte<l in the 
superior fitness of the formula that wc ultimately 
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adopt; it consists chiefly in the greater clearness and 
fulness in which the characteristics of the matter to 
which the formula refers have been brought before the 
mind in the process of seeking for it."’ In choosing one 
definition of a term rather than another, there is not 
unfrequently something arbitrary; and so long as all 
sources of ambiguity and vagueness are cleared away, it 
may not, within certain limits, be of essential importance 
which of two or more alternatives is adopted. But 
there is nothing arbitrary or unessential in analysing 
the precise content of a notion in the various con¬ 
nexions in which it is involved. In such an analysis, 
it is generally assumed either that the extension of 
the notion is more or less agreed upon, pr else that 
some proposition into which the notion enters is true. 
In analysing, for instance, the conception of capital it 
is usually taken as granted that capital is one of the 
co-operating factors in the production of wealth. Our 
economic notions are thus no mere Actions of the 
imf^^inatioD, but are drawn from the facts of industry 
and commerce that have come under our notice; and 
their analysis fixes our attention on distinctions and 
relations of fact. 

It is unnecessary to insUt on the impossibility of 
gluning, without clear notions, an accurate knowledge 
of the things themselves to which the notions relate. 

^ of PcUticiU Seonomf^ 1901» p. £9. 
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In economics, numerous errors have been the result of 
vague and iiUdefined notions; and in consequence of 
the complexity of economic phenomena, the attainment 
of clear ideas in this department of knowledge is 
undoubtedly attended with peculiar difficulty^ This 
is one reason why tho problem of dehnition assumes 
a greater relative importance in economics than in 
some other studies. It is, as we have said, by dis¬ 
cussing definitions that we are aided in making our 
ideas clear; and our success in framing satisfactory 
definitions may also be taken as a test of their 
clearness ^ 

The assistance afforded by the discussion of 
definitions towards the explication of fundamental 

^ FaUaciooe theories of wages—to take but one example—may be 
at least partly aeoribed to the difBoolty that has always been found in 
precisely analysing the conception of capital, and keeping clearly 
before the mind tbs result of that analysis. 

’ Whewell remarks that ** though definition may be sttbaervient to 
a right explication of our conceptions, it is not essential to that pro¬ 
cess. It Is absoluldy neoeeiary to every advance in our knowledge, 
that those by whom such adranoes are made should possess clearly 
the conceptions which they employ ; but it is by do means necassaxy 
that they should unfold these conceptions in ths words of a formal 
definition” (yoewm Organon p. 8$). It is quite true 

that Jt is possible to have clear notions without definitions clothed 
in definite language. We have, for example, a clear conception 
oapiiali if we can analyse with precision and accuracy the fonctions 
Of capital in industry ; and it is not absolutely essential to this, that 
an exact definiti<m of capital shoold be constructed. At the same 
time, the ultimate test of the clearness of any ooi^oeption would seem 
tq te the ability to expreu in clear and d^nite language the corre* 
sponding definition. 
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conceptions is not, however, the only reason why the 
problem of definition is important. All definition in¬ 
volves classification. By giving a name to phenomena 
of a certain description we thereby constitute them a 
class by themselves; and it is of groat scientific moment 
that we should bring together into the same category 
those things which have from the economic standpoint 
the closest affinity one to another, and that we should 
not class together those things whose resemblance is 
only superficial and unimportant For this reason, it is 
after all only within certain limits that it can be said 
to matter little what precise definitions of economic 
terms are ultimately selected. Our aim should always 
be to render our terms significant of those distinctions 
that are from the economic point of view of principal 
importance. Only by the aid of an appropriate no¬ 
menclature will it be possible without circumlocution 
to formulate exact general statements concerning the 
phenomena of wealth. 

From this point of view the problem of definition 
resolves itself into one of classification; and it is again 
made clear that definition is not a mere question of 
words, but a question of things. The truth is l;hat 

4 

the discussion of definitions in political economy-—so 
&«• from requiring, as Profrasor Thorold Rogers says, 
no knowledge, rbut only acuteness—requires, if it is to 
be cMried on to any useful purpose^ wide experience 
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and a thorough knowledge of economic phenomena 
and their mutual relations. In the order of exposition, 
some consideration of definitions naturally finds an 
early place. But in the order of knowledge, finality 
of definition is attained only in a late stage of develop¬ 
ment. “ The writers on logic in the middle ages,” 
says Whewell, “ made definition the last stage in the 
progress of knowledge; and in this arrangement at 
least, the history of science, and the philosophy derived 
from the history, confirm their speculative views.”' 
From this standpoint, Adam Smith has been praised 
for the very sparing way in which he introduces de¬ 
finitions in the Wealth of Nahiom. 

§ 2. Conditions to he satisfied in framing economic 
definitions .—It follows from what has been said in the 
preceding section that the main objects to be kept in 
view in discussing and framing definitions in political 
economy are—(1) to make as distinct and precise 
as possible the conceptions that are fundamental in 
the science, (2) to mark those distinctions between 
phenomena that are of chief economic importance. 
In other words, our aim should be to make our ideas 
at once clear and appropriate. It is hardly necessary 
to add that we should seek to express our definitions 
in a simple and intelligible form. There remain to 
be considered some special difficulties that present 

V 

\ fftftfum Organon Renovatumy p, 
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themselves in the attempt to frame satisfactory eco¬ 
nomic definitions. 

Because economics is concerned with familiar phe¬ 
nomena of everyday life, and because of the precedent 
set by the great economic writers of the past, econo¬ 
mists have for the most part to content themsolves 
with terms that are already in current use in ordinaiy 
discourse. There is some gain in this. Words borrowed 
from common language are, as Whewell points out, 
“understood after a very short explanation, and re¬ 
tained in the memory without effort.” But, at the 
same time, the problem of definition is made more 
difficult. For if we use the terms of common language, 
we must also endeavour to keep tolerably near to the 
sense in which they arc customarily employed. In so 
far as this condition is not fulhlled, there is not only 
danger of our being misunderstood by others, but, as 
Dr.Sidgwick remarks, we may also fall into inconsistency 
ourselves through the force of old associations and the 
effect of habit on our own minds. Unfortunately, 
the terms of ordinary language have not, as a rule, 
any precisely determined connotation; they are used 
vaguely wd inconsistently. The distinctions indicated 
by them, moreover, are by no means always th<Kie which 
from the economic standpoint are of chief import^ce. 

arises a frequent conflict between the condition 
^Ibat we are so to define our t^at the ideas 
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corresponding to them may be both clear and appro¬ 
priate, and the farther condition that we are to seek, 
as Malthas puts it, “ to agree with the sense in which 
they are understood in the ordinary use of them in 
the common conversation of educated persons.”* What 
then is the relative importance of these conditions? 
Some writers regard agreement with common usage as 
the ultimate and supreme test. So far, tliey consider, 
as wo depart from the sense in which a term is used 
in common life, we necessarily fail in solving the 
problem of its best dchnition. In other words, the 
enquiry as to what a term ought to mean in political 
economy is practically identified with the enquiry as 
to its actual meaning in ordinary discourse. 

In opposition to the above, the true solution seems 
to be as follows. In defining our terms, we should begin 
with a kind of Socratic induction; and enquire what 
is the main idea running through their ordinary use 
both in everyday discourse and in economic writings. 
Besides enabling us to minimise the divergence be¬ 
tween our definitions and the cun.'ent meaning of 
the terms defined, a study of the traditional use of 
language is likely to suggest both similarities and 
distinctions that might otherwise have escaped our 
notice. From this point of view, even the ambiguity 
of a term may not be without a certain compensating 

* in PoUtieal Beonouty, p. 4. 


K, 
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adYAQtage, for by enquiring into the eouixie of the 
ambiguity we may gam light on the connexion between 
the phenomena denoted by the term in its two senses 
respectively*. StiH, howcvei important the enquiry 
into the cunent use of language may be, it ought 
not to be regarded as identical with the problem of 
determining what is the best definition to select fur 
scientific purposes, and while agreement with oidmary 
usage is to be sought for, this aim must always be sub¬ 
ordinated to the attainment of clear and appropriate 
conceptions. Hence, some deviation from the colloquial 
use of terms may ultimately be found inevitable It 
need hardly be said that whenever we thus find our¬ 
selves compelled to employ an old term in a new and 
technical sense, we should spare no pains m empha¬ 
sizing our divergence hnm previous usage. 

A word or two may be added with regard to 
the frequent diversity in the use of terms amongst 
economists themselves. This diversity leads sometimes 
to mistinderstanding, and probably tends to retard the 
pMgresB <|f the science; it is, therefore, to be regretted; 
but wo should not attach undue importance to it 
Divergence in regard tq questions of definition does 


X tsk* s simple illseCntfon—^tbe smUgoi^ of the tern 

mAh 1mm VP io • dkmiirtaa of tb« tslsisoa betwem •x<&sage-TslBs 

S aiUity. AfiiA, tlM of oiveHaan cal)H <^mnuy 

NfU )|m sttlBlnr how m the geiu^ porehsfiog power of * 

Ir iM tiaaM la dH fste ol^iMouBi 
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not tieee:>sarily preclude subHtantial agreement either 
in the ultimate analysis of fundamental conceptions 
or in completed doctrine; and the conclusions oi' any 
given economist may have intrinsic value, although he 
is paradoxical in his phraseology. Moreover, where 
there is a want of agreement in dchnition, valuable 
lessons may sometimes be learnt from a study of its 
causes. Two different definitions of the same term 
may be complementary to one another, in the sense 
that each lays stress on some distinction that the 
other tends to shtr oVer. And thus the criticism .of 
definitions that are ultimately rejected may be by no 
means barren of result. 

It will be gathered from what has been already said 
that in advocating one definition of a term rather than 
another, dogmatism is generally speaking out of place. 
Advocates of particular definitions are, however, far too 
apt to dismiss rival definitions as simply erroneous, not 
recognising that the question is usually one of degree 
of appropriateness, rather than of absolute right or 
wrong. It may for this reason be useful very briefly 
to consider the various grounds on which any proposed 
definition may be critieixed and rejected. (1) Thai it is 
hassd on an erroneous analysis of facts. The real ground 
of a critioism of this kind is an underlying assumption, 
' 6n the part of the framer of the definition, either that 
tfab denotation of the term is more or less fixed, or 

11—3 
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else that some given proposition in which the term 
occurs is tme. We have alieady pointed out that such 
assumptions as these do frequently underlie proposed 
definitions; and it is clear that any resulting con¬ 
troversy must turn on matters of fact, and not merely 
on questions of propriety of language or classification 
Whenever, therefore, such criticism can be shewn to 
bo valid, the critic may rightly claim to be allowed to 
express dissent dogmatically. (2) Unintelligibility or 
ohacixrity. This again is a ground of criticism which, if 
it can bo made good, justifies an unqualified rejection. 
(3) UnauiUiHlity. Here the basis of the criticism is that 
the classification implied by the definition is not one 
that is suitable or convenient for economic purposes. 
The unsuitability or inconvenience may of course bo 
of an extreme and patent character; but frequently 
it is merely a question of degree, or of a balance of 
advantage and disadvantage, in regard to which a 
writer may have his own opinion, but should also be 
content to let others have theirs, without adopting a 
violently controversial tone. For so long as econom¬ 
ists agree in their fundamental analyses, a difference 

^ JS, ioT inBtanoe, it ia aaBomad that tbe Qonnal ralxie of freely 
l^odooed oommoditifls ie determined hj tbeir coat of prodnotioo, then 
the definition of eost of prodoetion involTee questions of fhet, Simi* 
UtAjt if in defining ireaitb, it ie Msumed that whateTdr can be bon^t 
and sold ie wealthy twr if in defining a tnarhet» it ie aeeumed that the 
llosey Market ie properly eo called* 
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between them as to the precise point at which classes 
should be separated from one another may be a matter of 
comparative indifference. (4) D^arture from popi^ar 
or previous economic usage. There are here three cases 
which may be distinguished, (a) Where the writer 
intends to define the term in the popular or the usual 
economic .sense, but fails to do go correctly. This is 
a valid gittund for speaking of a definition as incorrect. 
(5) Where the writer is aware that he is departing from 
ordinary usage, but in his own subsequent use of the 
term unconsciously drops back into the old meaning. 
The charge here is one of internal inconsistency; and if 
it can really be shewn that the force of old associations 
is such that the very framer of the new definition is 
misled by them, it is a fair ground for rejecting the 
definition summarily, (c) Where the writer is aware 
that he is departing from ordinary usage, and is not 
open to the charge of inconsistency. Under these 
conditions, novelty of definition may be perfectly 
justifiable; and in no case does it afford ground for 
any accusation of positive error or incorrectness. The 
disadvantages of using terms in a novel sense are, 
however, obvious and indisputable; and the proposed 
innovation may be paradoxical in so high a degree 
that it stands for practical purposes self-condemned. 
Even short of this, a valid and sufiSclent ground for 
rejecting'a proposed definition will be afforded if it can 
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be shewn that the (definition involves a paradosical 
use of language thatHs unwarranted by the necesEdties 
of the (uiae. 

§ 3. Rela^vity of economic definiUons —A serious 
difficulty in the definition and use of economic terms 
results fix»m the fact that, in different departments of 
economic enquiry, it; may be conveniuut to vary the 
point at which distinctions are drawn. In other words, 
a conception, which is appropriate from a given stand¬ 
point, may need to be modified, if it is to continue 
appropriate as the standpoint is changed. This has 
been held to be the case in regard to such conceptions 
as wealth and capital: from the point of view of 
production, for example, it may be convenient to give 
a definition of wealth, not in all respects identical with 
the definition that is appropriate from the standpoint 
of distribution; again, with special reference to its 
measurement, there may be advantages in defining 
wealth differently from^ the cosmopolitan, national, 
and individual points of view respectively. How then 
are confiicitmg requirements to be satisfied? One 
posaible solution would be the introduction of fresh 
technical terms. A great multiplication of technical 
terms is, however, in itself an evil, since it tends to 
restrict the study of the science. Moreover, to have 
entirely distinct names for conceptions that are closely 
^r^h^ted totpne another mi^t lead to the disregard 
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of important relations and resemblances. The original 
terms might, again, be rigidly defined, careful qualifi¬ 
cations being introduced to fit them for use in different 
connexions; but this would give nso to the necessity 
of very cumbrous and involved statements. A third 
altomative is fi:aDkly to allow the use of the same 
term in slightly different senses, according to the 
department of the science under discussion; and to 
vary the definition accordingly. 

This last alternative has a great weight of authority 
in its favour; and, where the differences of meaning 
are really inconsiderable, it seems an admissible course 
to adopt, on the ground that the context will generally 
speaking suffice to mark the precise sense in which 
the term is being used in any given instance. It is 
an eaaential condition, however, that the &ct of varia¬ 
tion in the use of the Wrra should be very carefully 
emphasized. In some cases, it may be possible to 
combine the first and third alternatives by forming a 
series of compound words, in which the term conveying 
the central conception remains unchanged. Thus, if 
it is thought desirable to define capital differently from 
tbe point of view of the individual and that of the 


community, the terms rtvmue-capiial and prodwU(yttf 
capital may used accordingly. By this plan all 


danger of ambiguity will be avoided, while at the 
^me time the common element running through the 


d^erent uses the term will not be concealed from * 
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view. It will probably not be necessary to use the 
full compound word on all occasions. 

It is to be added that definitions may be relative 
not only to different standpoints, or different depart¬ 
ments of economic enquiry, but also to different periods 
of economic development; for at each new stage of 
economic progress, fresh characteristics of phenomena 
denoted by the same name may rise into proimnence. 
In order, for example, to meet the circumstances of 
modem trade and financial organization, money requires 
a different definition from that which is appropriate to 
it in relation to earlier |)eriod8 of industrial evolution. 
Again, a definition of the term market, that would be 
a})propriate tinder the primitive conditions of the 
Middle Ages, would hardly be adequate under the 
more complex conditions of modem industry. As re¬ 
flecting the characteristics of different ]>eriod8, and 
as illustrating the different stages through which 
phenomena have passed, the actual history of the use 
of terms is worthy of special study^ 

' Compare OaonuMjiham. Orwth nf Englnh Tndtutiy and Com¬ 
merce during the Early and Middle Agee, p. 17. “In the sixteenth 
oeatDiy,” aa^B Dr Cunningham, “the change in the uee ot certain 
terms ie verr remarkable; and if we attend to it, we are enabled to 
realise the extraordinary transformation which wm then taking place. 
A social tdiange be said to have been oompieted when it fbnnd 
«X)n«8aion is a new term, or fixed a new connotation on an old one.” 
Ihs aie of an bifltwieai method of definition is advocated hy Pro- 
iest»r Ntoholsoa ia hia address os PoUtieal Sconomg at a Brmeh <tf 
SihUBtiitoii, 
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Whilst, however, many economic definitions may 
be allowed to possess a relative or progressive character, 
this relativity cannot be extended to the ultimate 
analysis of the fundamental conceptions of the science^ 
If these conceptions assume a somewhat different 
character in different connexions, we shall still find 
something generic or universal in each one of them. 

, Hence the admission of the relativity of econohiic 
definitions must not be absolute or unqualified. 

Attention may further be called to a difficulty, 
which political economy—in common with many other 
sciences—frequently finds in applying its definitions. 
Limiting cases are met with, which it is far from 
easy to assign to their proper category. This re¬ 
mark applies pre-eminently to such distinctions as 
those between specialized and non-specialized capital, 
skilled and unskilled labour, productive and unproduc¬ 
tive consumption, &c., where the two classes almost 
necessarily shade into one another by insensible 
degrees. But even in dealing with such conceptions 
as wealth, capital, money, direct and indirect taxation, 
protection to native industry, mid so on, there is 
often the greatest difficnlty in’ so formulating their 
definitions as to leave no doubt in any case as to 
whether given phenomena eome under them or not. 
Fur instance—-Is skill to be included under wealth, 
or fs the goodwill of a business, or a merchant's 
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credit ? Where procLsely shall we draw the dividing 
lines betwe^ capital and land on tho one hand, 
and labour on the other? Are bills of exchange 
«to be included under moneys Is a tax on wages 
indirect because by checking the supply of labour 
it may lower profits ? Is an import duty on tea 
in England protective because it may cause some 
persons to consume more beer or other home-made ^ 
drinks? 

It is desirable that in the construction of defi¬ 
nitions, difficulties of the above kind should not be 
overlooked; but it is nevertheless no fundamental 
objection to a definition that it does not enable them 
to bo solved offhand. If in tho definition itself it is 
sought to meet all limiting cases that may arise, the 
resulting formula is likely to prove very cumbrous, 
or more probably the attempt to obtain a definite 
formula at all will finally be given up as hopeless. 
But to conclude a disci^ion concerning the definition 
of a term without providing a definition cannot be 
regarded as satis&ctory, however valuable in itsel!^ 
the discussion may be. If, therefore, an.economist 
brings into proidmence the many difficulties in tfie 
way of an unexceptionable definition, it should also 
be his sum to make itfelear what formula affords 
ia.his opinion the ^est available solution of the 
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The truth is that in drawing hard and fast lines— 
as definitions compel us to do—there is necoesarily 
something artificial; for such lines are not drawn by 
nature. Here, as elsewhere in economic matters, a 
principle of continuity is in ojioralion, and difiurent 
classes imperceptibly mei-go into one another. Honce 
arisk's the necessity of being content, in some cases, 
with definitions that are not absolutely unequivocal 
and determinate. Where this is so, the characteristics 
of the limiting cases that may arise will form a valuable 
subject of consideration, and attention should ho called 
to them. But they may then be neglected, except 
where, in special connexions, they rise into exceptional 
importance. 



CHAPTER VI. 

ON THE METHOD OP SPECIFIO EXPERIENCE 

IN POLITICAL ECONOMY. 

§ 1. PreliminaTy functions of observation in economic 
enquiries. —An endeavour will be made in the present 
chapter to shew that, except within a somewhat limited 
sphere, the method of specific experience cannot by 
itself afford a sure and adequate foundation for the 
attainment of general economic truths, and that political 
economy is accordingly not to be considered—as some 
maintain—a purely empirical or inductive science- 
At the same time, it may be well to say explicitly 
at the outset that herein one side only of the truth 
is presented. If pure induction is inadequate, pure 
deduction is equally inadequate. The mistake of 
setting up these methods in mutual opposition, as if 
the employment of either of them excluded the em¬ 
ployment of the other, is unfortunately very common. 
As a matter of fact, it is only by the unprejudiced 
combioaticn of the two methods that any complete 
d^lopoaant of eoonomic science is possible. 
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At an early stage of economic enquiry, observation 
has functions to perform, which, though very important, 
are somewhat liable to be overlooked. In the first 
place, it is from observation that even deductive 
economics obtains its ultimate premisses. From this 
point of view, an introspective survey of the operation 
of those motives by which men are mainly influenced 
in their economic activities is of fundamental import¬ 
ance ; and this introspective survey must be combined 
with observation of the conduct of other men in the 
economic sphere. Observation is also needed in order 
to determine how far and in what way economic 
motives may be compared and measured. The fact, 
leaint by observation, that as a iHile they are measur¬ 
able, is one of the principal reasons why political 
economy is able to resolve itself to a considerable 
extent into the form of a deductive science. 

It is further necessary that there should be an in¬ 
vestigation of the principal physical and other ciroum- 
stances by which economic activities arc conditioned. 
In particular, the legal structure of society in its general 
economic bearing must be examined. Of this kind of 
preliminary observation, and more generally of the part 
played by observation in connexion with the deductive 
method, a further consideration will follow in a later 
chapter. In the meantime, there is a certain distinction 
to which attention may be drawn. The observation that 
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precedes deductive reasoniiig is in the main not obser¬ 
vation of complex economic tacts, but of elementary 
economic forces and the conditions under which they 
operate. It is by the agency of these forces that 
complex economic facts are built upK 

In all economic investigations, howeveo*, it is also 
requisite that there should be some preliminary obser¬ 
vation of the complex phenomena themselves, with a 
view to their description and provisional classification. 
The phenomena which really constitute the subject- 
matter of economic science arc thus passed under 
review in their concrete manifestations; the problems 
to be solved are indicated; and means are afforded for 
guiding and controlling our subsequent reasonings. 

The department of political economy which deals 
with economic phenomena from the descriptive stand¬ 
point may be spoken of as descriptive economics, as 
distinguished from conetructive economics which aims at 
establishing laws or uniformities. Descriptive economics 
4ias itself been further subdivided into a JormaX and a 
narraiive branch^. The former of these analyses and 
^ claesifieB the conceptions, such as wealth, capital, value, 
mmi^, Sk., which are needed for understanding the 
Z»ture of economic phenomena, and it involves the 
* Oottpcee'Wsgosr, QrtmdUgang der folititelu* OdionottU, ISM. 
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tlUii Ur W. B. Johoson’a wtide on the Method of PoUtU^ 
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logical processes of definition and division. The latter 
investigates historically and comparatively, and with 
the aid of statistics, the particular economic pheno¬ 
mena which are met with in different communities 
and at different epochs; it is eMsentialJy concrete and 
circumstantial. 

Within the province of descriptive and classifioatoiy 
economics, there is unlimited scope for valuable economic 
work. In a broad sense, descriptive economics includes 
the whole of economic history tmd economic statistics. 
But at the same time, the knowledge of particular facts, 
which is thus afforded, docs not in itself constitute the 
end and aim of economic science, the central problems 
of which are constnictivc and not merely descriptive. 
It would not be necessaiy to dwell at all upon this, 
were not the view sometimes put forward that political 


Johnson gives the following scheme of the chief departments of 
eoonomio soienoe from the methodological standpoint: 

Podtive Bconomios 


Descriptive 


1 


Fonul Narrative 

Dtf niuoni DivwoDi Chronoiogioal Comparative 


OoDBtruetive 

f - , 

Indactive Deductive 


Fore HUai 


Fare ]^ed 

It vdll be (Ametvti that the divisioiu under the head of 
eonitouotive eooncuniee relate to the urethod of reasoning adt^tod, 
which be pedoainantl; indoeUve or predominantly deduotive^ 
1 q each oaee a mixed mettod ia reoognieed in which indncUon 
If v^fled dedaetiMt or deduction by inductions 
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economy is nothing more than an empirical Bcience in 
its descriptive or clossjfipatoiy stage. It is held by 
some writors that under existing conditions it is im¬ 
possible for the economist to accomplish more than tlie 
provision of a nomenclature, and tho description and 
classification of what is directly observed; and it is said 
accordingly that economics must "be content to observe 
and classify and describe and name.”* 

Political economy docs not, however, deserve the 
name of a science at all, if the economist is not com¬ 
petent to reason about the phenomena of wealth, and 
discover laws of causal connexion. Mere description 
cannot constitute a science; hnd political economy has 
no purely classificatory stage, such us will enable it to 
be compared with sciences of the type of zoology and 
botany, which deal with material objects falling into 
a natural system of classification. The doctrine in 
question seems practically to overlook the fact that • 
economics is of necessity a science of cause and effect. 
The economist cannot help endeavouring to trace 
effects to their causes, and to assign to causes their 
effects. But the detection of causal connexion needs 
the assistance of some apparatus of reasoning, induc¬ 
tive or deductive or a combination of these. Mere 

^ Compare Dr Cooniogham’s ptoapblet on Politkal Economy 
(TMted 04 «> Scitnee. The somewh&t simiUi dootrlne* 

held ti |7 tiie more extreme members of the Oemian bistwieol school 
WA hs dinsiaed io greater detail sotMeqnently. 
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reSective observation cannot possibly give the requisite 
insights 

It is to be added that while some preliminary 
description and classification of concrete economic 
phenomena rightly precedes the treatment of economic 
theory, still such description and classification must 
be regarded as in the first instance only provisional. 
Relations of cause and effect ore often implied in what 
appears to be simple description. Hence without some 
examination of underlying principles, the description of 
economic &cts, to say nothing of their classification, is 
'apt to be unconsciously deceptive, an element depend¬ 
ing upon the individual writer’s personal bias being 
imported into what professes to bo the mere holding 
up of a mirror to nature. The more complete our 


> It Use beeo slreadr ineDtioned thst Wsgner rooo^ises three 
theoretiosl probleme is polities! economy, namely, ths desoription 
of economic phenomena, their arrangement under types, and the 
explanation of the oauttee upon which they depend (nee p. 37 and 
note 1 (m p. 88). He adds, however, that the three problems really 
constitute three stages of a single problem, and that they must not 
only be all of them as far as poauble aohod, but also m the order in 
which they are givoi. Political economy, he gou on to any, would 
be, if still a Boienoe, at least no independent scienoe, but only a part Of 
historical science and descriptive statistics, if—in accordance with 
certain tendencies of the historical school—it were to limit .itsdf to 
the first of the three proUems. The second and tiiiid really consti¬ 
tute the Bpeeial and chief problems of politionl economy, for the 
solution of which the first was merely preparatoi^; and it is only 
when the second and third problems are reached that political 
Mcptomy becomes a really indapendeot and theoretical soietscs 

(OrutuUspwig itr poHtii6it4% OikitumU, | 38), 

> 

E. 


12 
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knowledge of the laws by which economic phenomena 
are rt*guIatod, the more accurate will our description 
and clntwiiicatioD of them become. 

Whatever importance then may be attached to 
purely descriptive economics, it is necessary to pass 
on from observation to processes of inference that will 
satisfy logical canons; and the first question to be 
considered is how far specific observation of industrial 
phenomena can lead directly to the establishment of 
economic laws. By the method of specific experience 
is here meant the method that passes slowly from 
particulars to asciomata media^ and thence to the highest 
generalizations of the science, without ever reversing 
the order. 

Two forms of the purely inductive method may be 
distinguished. In the first place, some single set of 
economic facts may be examined under special con¬ 
ditions, with a view to the application of the logical 
method of difference. In the second place, an elaborate 
collection of some particular class of economic fiicts may 
be made with a view to generalization from a large 
number of instances. In the former case, recourse is 
had to experiment or to some sulMtitute for experiment. 
In the latter case, the sources from which our material 
is gathered aie history and statistics. 

§ 2. LhuUd scope for experiment tn poliUcai 
i*»Rem^.--«Qbflervation and experiment are sometiD»eB 
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fdhtraated with each other as if they wore distinct 
methods of obtaining knowledge. But this is of course 
not the case. Experiraent is nothing more than the 
process of deliberately producing phenomena for our¬ 
selves, BO that we may be enabled to observe them 
under the most advantageous circumstances In 
experiment we have a control over the phenomena 
under investigation, and ^nerally a &r more precise 
knowledge of tho cimditions under which they occur, 
than is possible in cases where they are brought about 
independently of our own action. Whore there is 
free scope for experiment, we can also multiply our 
instances under varying conditions, and thus isolate 
phenomena successively from those circumstances that 

I 

might obscure their tnie character. It is accordingly 
to experiment that recourse is usually had for the 
application of the method of difference, which is the 
only completely adequate method of ruasoning from 
specific experience. 

The essence of the method of difference is the 

V 

comparison of two instances, which resemble one 
another in all material respects, except that in one a 

^ We Bojne times bear of **uiuzitetiUonal experinientSi'^ floch as 
a tailway accident or a famine. Experiment, Lowerer, in tbe logical 
netm impheu eometbing that ie brought about delibetaUslj and of set 
purpose: it is not merelj any strikiDg event from tbe investigation of 
wbieb speoial insight may be gained. The conditions under which 
saebf |lwome&a as tbe above msy serve as mftsNtufrs for logical 
experiment wUl be considered later on. 

12—a 
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certain cauac w preetmt, while in the other it **!* 
absent. The effects of that cause are thus made 
manifest. 

The requirements of the method can best be 
satisfied if the cause, whose effecte are under investi¬ 
gation, comes singly into operation in a state of things 
with which we aro so well acquainted that no material 
change can pass unobserved. It w also generally 
speakii^g essential that there should not be a long 
interval between the occurrence of the cause and the 
production of the effect, otherwise it. is practically 
impossible to exclude the interferonce of extraneous 
and unknown causes. Under these conditions, the 
instances compared are the state of things before, and 
the state of things after, the given cause has come into 
operation; and this is tho form of the method usually 
adopted when recoup is had to experiment. 

Wo have a different form of tihe method, when one 
of the instances is the state of things brought about 

the given cluse operating in conjunction wite other 
fifldiBes, |fhile the second instance is the state of things 
brought about by causes similar to the latter operating 
alone. It is not essential here that the nature the 
^ other causes should be completely known; the sole 
iTequirmnent is that they should occur equally bo^ 
WteoAla*. is Very difficult, however, to be sure that 
thil is raalty fulfilled; tai4 hence the 
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vr.; 

first way of applying the method is usually the more 
satisfoctoiy*. 

It may now be asked how far effective experiment 
ib possible in {tolitical economy, or how far without 
experiment the conditions requisite for the employ¬ 
ment of the method of difference are capable of being 
satiafied. ' * 

It cannot be said that experiment is a resource 
from, which we are absWutely debarred in economic 
enquiries. Experiment may assist in establishing the 
simpler laws ,of the production of woalth-^as, for in¬ 
stance, those relating to the circumstaucus upon which 
the efficiency of labour depends, and the means whereby 
such effidoncy may be increased. ’ Thus, by the aid of 
experiment the economist may directly investigate the 
effect of the specialization of skill upon the dextc'rity 
of the workman, and hence be the better able to 
estimate the eoono^c consequences of the division of 
labour. The Uw of diminishing returns can also be 
tested by experiment. 

But these are problems that lie only on the thresh- 

^ Qlostntiona of both the abOTe vsrlettffl of the method of 
differesoe will be found Iktei on. Ther* is a third variety, in which 
the given oaoee opemtoB in oonjunction with ocher causes, whose 
nature Mid individual efleota are aoouratdy known both in kind and 
amouat. In Utia ease, the effect of the given cause may be de¬ 
termined by stibtractlng from the total effect tho sum of the effects 
ot oUwr causes This fohn of the method of differsnoe is 
teobaicaHy kx^owa mi das method of midaes. 
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old of cconomiofl. Indeed, some of the laws thus 
determined by* experiment may be regarded as the 
contributions of other sciences to et-onoinics, rather than 
as conclusions obtained by it. In regard to problems 
of distribution and exchange, and the economic in¬ 
fluence exerted by social institutions and governmental 
policy, the possibility of effective experiment is far 
more questionable. The phenomena are for the most 
part not such as can be manipulated at will; and even 
when some kind of experiment is possible, our power of 
controlling and varying the concomitant circumstances 
is very limited; nor can the experiment be froely 
repeated’. 

It is sometimes said that every new law is an 
experiment; and, in the popular sense in which the 
term experiment is ns^, this is true. In all legisla¬ 
tion, new phenomena are produced by human agency; 


^ Caimec, after stating that the eoanomiat ia preoladed from the 
nse of experiment in the ordinary sense, suggests as an inferior 
substitute what he speaks of as '‘experiment conducted mentally." 
Hypothetical conditions aie first formulated; then some new agency 
is suf^osed to come into operation under these eonditions; and 
fin^fy the efiects of this new ag«ioy aie deduced. In this way, 
Cairnes adds, “Ricardo osplc^ed, as far as the natote of his i»ob}em 
and the eircomstances of the ease pomittod, that experimental 
method which those who wonld disparage his great aebisTements 
ttOset to extol, bat tiie real nature of which, as their criticisms diew, 
they so Ut^ understand" {Logieal Httkfld, p. 81). The ^ooess 
referred to is a {orm of the deductive method, and is of the greatest 
Bal IQ ^upetV of it tA in U17 mom '^exparimeotol’' cad bardly 
ooQiittorMi 0 um of longaAge. 
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the* preefte character of those pheiiomoDa either in 
kind or amount, it is generally impossible to foretell; 
and, although a return to the exact sUvfvs quo ante 
may be out of the question, some further modification 
by subsequent legislation is always possible. But it 
is not the case that the primary object of every new 
law is to alford means of studying the effects which 
a change of conditions or the introduction of a new 
agency is capable of prod\icing; nor is any effort made 
to arrange or modify the attoudant circunistanccs so 
as to facilitate tho attainment of this object. Legis¬ 
lation cannot, therefore, be generally speaking regarded 
as equivalent to experiment in physical science’. 

The statesman may, however, rightly bo said to ex¬ 
periment when he adopts avowedly tentative measures, 
with the express object of gaining insight into their social 

1 Bacon distinguiehes between experimenta lacifera and experi- 
menta fructi/€r(t^ ^^ExpeiimeDts, which are in them selves of no use, 
but avail onl 7 for the discoTery of canees and axioms, we are wont 
to call light^krin^n 0 experiments, to distlngtiish them from 
bearing ones. They have in them a wonderful virtue and condition; 
namely, that they never deceive or disappoint. For sinpe they are 
employed not to efieot any result, bat to reveal the natural cause in 
something, however they fall oat, they e^tiaUy satisfy our purpose, 
inasmuch as they settle ^ question” {Novum Organon^ Book i, 
^horism 99)> In modeso works on logic, the term experiment is 
usually limited to experimentwn lucifmim; in other words, vre mean 
by an experiment in the logical sense, some course of action whm 
Immediate object Is increase of knowledge, rather than material 
adwitage* It is only in special cases that experiiuenta are 

also to any marked extent luci/era. 
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und rcoiKvnic eiF«‘ct8. «Such a course may be aSSoptcd in 
a Riodifipation of tai-iffij, the duties on a few articles only 
being in the first instance altered, or in a reform of 
tlie Poor Laws, the change affecting in the first instance 
only one or two counties. Legislation of a pennissive 
character may, again, be specially iptencled to resolve 
itself into local experimentation. Action of a novel 
kind may be taken by local authorities in certain ports 
of the country, and the results watched by those in other 
parts of the country. ' Thus the art'a of operation may 
gradually be extended, and perhaps with each extension 
fresh lessons may be Icamt. It should be observed 
that in this cose we ore able to'compare the condition 
of the locality where the <‘xperiment has been made, 
not only with the antecedent condition of the same 
locality, but also with the condition of othei- localities 
where there has been no such experiment. By the 
latter comparison we may be enabled to eliminate the 
effects of concurrent social and mdustrial changes that 
are fleeting the countiy as a whole. There is here a 
combination of the two fonns of the method of difference 
to which reference lias been alrdhdy made^ 

11'tntMiv* legulatkio is stroogfr advoestod b; JerODB in one 
bis eMsye on Hetbacb <^f Sodmi Btform ({{>. aSSff.). H« paintsost 
yss dlit X&Mw it is possible to mske *‘du«et experimsois opoo 
ttw iiviag soda! oisanisia," and to o<»d«ot sooial experinuotiitiicm with 
Ilk> vMr ib lodi^ pRigr^ It may bs obsenred that ta the Xiddlb Ages 
..Igxfc itm fr&(^tiy..paspad for a Umlted iwiod cf yam, nOs 
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> It shoald be added that in special cases economic 
experiments may be made by private bodies of indi« 
viduals; as, for instance, those of Rob<*rt Owen and 
his followers in communism. Another interesting 
example of a somewhat different kind is afforded by 
the year’s trial of the “ forty-eight hours’ week ” inside 

in 1893 at the Salford Iron-works of Messrs Mather 

) 

and Platt. 

Still, at the best, experiments, such as the above, 
are made under very different conditions, from those 
that are conducted in the IsUmratory of the chemist or 
the physicist. It by no means follows that whenever 
experiment of some sort is possible, the requirements 
of the method of difference can be’ adequately fulfilUid. 
So far, for instance, os experiments involve tentative 
legislation, it is at any rate not possible to make them 
at will; and, therefore, the process of investigation for 
ordinary enquirers differa Uttle from simple observation. 
Kor are the experiments actually made likely to be of 

remark applies, for example, to early legielatlon affording protection 
to native indnstiies. Tims in 1456 the silk workers and Bpinners 
eompiained that their indost^ was being mined by the Lombards 
and otbeis, and a law was paaed prohibiting for five years the im¬ 
portation of manufaetnred silk goods. In U6S—after ui interval, 
during which tiie law was tnoperative—a Bimilar measure, but of a 
more general oharaoter, was passed | and again, after another in¬ 
terval* in ‘nwre vem several snbseqnent renewals, and it waa 

not till the beginning of the following oMitnry that the prohibition was 
tnadei perpetoel. By experimental legislation of this kind, whatever 
it» otto drewbaeks, fnah expgcUoee waa eontimuJly gaiked. 
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the kind that the theoretical economist would naturally 
select. It iA to be added that even statesmen cannot 
indefinitely multiply the instances under varying cir¬ 
cumstances ; and thus one of the 8|)erial advantages of 
experiment is lost. 

It is further to be observed that in the economic 
world those effects, that are of the most consequence, 
are apt to be produced veiy gradually. There is, 
therefore, the greater opportunity for the inde]ien<lont 
occurrence of material changes over which we canncA 
possibly have control, and of whose occurrence we 
may even have no suspicion. It is, in other words, 
specially difficult to isolate any single cause firom 
other causes whose effects may bo mistaken for its 
own. 1 

Experiments that involve the voluntary action of 

individuals are also under a peculiar disadvantage, 

inasmuch as the persons who are made the subjects of 

the experiment are likely to be themselves interested 

in the result. Thus, in experiments intended to throw 

light upon the economic effects of community of goods, 

it is impossible to exclude tfai interference caused by 

the fact that the majority of the members of the self- 

constituted societies, seeking to realise socialistic ideas, 

are |»^bably—any rate at the outset-r-specially 

sdiected persons, by no means typical or represontative 

of manki^ in geperal* They are likely to be persons, 

% 
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who are individually disinterested and unselfish, while 

they are at the same time peculiarly anxious that the 

results should be of a nature favourable to the schonie 

they have at heart, In some eases, the members of 

voluntary communistic societies have further been held 

together by special bonds of a religious nature. So 

ftir, then, as these considerations go, communistic 

experiments would appear to be unduly favourable 

vO communism. It is true that such experiments as 

have actually been tried have more oiton mol with 

failure than success. But in order to account for this, 

advocates of communism may call attention to another 

source of weakness in the experiments, that tells in the 

♦ 

opposite direction. For it may be maintained that 
because of the small scale on which alone it is possible 
to experiment, and the uncongenial environment, and 
the fact that exceptional and sustained sacrifice of 
a purely voluntary kind is required on the part of the 
strongest and ablest of those concerned, the principle 
under trial is not allowed a fair chance. It cannot 
be said that no useful lessons are to be learnt from 
experiments of the kind referred to; but it seems 


clear that they cannot be regarded as by themselves 
providing conclusive evidence either one way or the 


Other K 


^ 'Some of the shove observetione applj to the interesting ex¬ 
periment, already lefetred to, wblob was made by Messrs Matber and 
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§ 3. The employment of the method of difference 
independently of d^iberate eteperiinent .—On the whole— 

Platt Id 1898 in or^r to tMt the working of an eight hours’ day ; and 
a very brief annonat of that eiperlment (taken from the Ecomjmitt for 
81 Um^oIi 1894) zii%y Ime be giveo. The who employed abo^t 
1300 (Qen m tbe engineering end i^ecbinery firadee, were anxioue to 
reduce,the hours of Uboor, and ihej took their workmen into counsel 
with them on the subject. As a 'rasott> it was arrskCged that from 
Febmar; 1808 to February ISO^tbe works should run 48 instead of 
68 hours per the rate of wa^ r^naiaing unaltered. The 

details oft the scheme were disoussai with the offioiaj^ of the Amalga¬ 
mated Society of Engineers, and the Society ondertook that during 
the year .in which the experiment was to be tried no demand for 
a reduction of hourb should be made upon other employers. It was 
morooter pointed out to the workmen that if the new system was to be 
a auccees, they must themseWes contribute their share towards making 
It so by greater punctuality and by iDoreaeed energy and interest 
during the shorter hours. An earnest appeal was also made to the 
foremen in the Tarioue departments to exeroiae foresight and vigilance 
throughout the year in fbrwarding ths work from prooess to psooees, 
in furnishing materials well in advance, and in providing suoh simple 
facilities and workshc^ oooTenieness, other than new tools, as mi^t 
from time to time be suggested by the men, especially the piece-work 
men. A special feature in the experiment was that no over time 
whatever was worked, ezeept for breakdowns and repairs; extra men 
being employed, on the double shift plan, to meet extra prtssuva of 
work.« It was arranged with the men and with the trade-unions that 
should the experiment prove a failure, the dm ^should be allowed to 
modify the programme or revert to Uie old system. 

Tb9 results of the experhifent were worked out very fully by 
Hr \7iUiain Kather, the indireoty as well as the direct^ advantages 
and disadvantages of the aevr system being earsfuUy ealsu 
and balMumjl one against ancther. It is nnsecessary to go 
cbtaik bmT it irili suflke to eay that the resolta were found 
v«Qr (latiUfKtbzy from ttuwpoint of view of the emplqyins as weQ as 
firda ih^ of tlm workmen. The grqw earnings piso4worksrs mms 
ssfitewhat red«oed» bat ttds raduettem was sUgbi in eompaiisoo winj 
tibevetooUm iiO Mitlr hom l^»oor; and tfaa my diidrt tomwaee la 
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leaving on one side the more elementary phenomena of 
the production of wealth —the help to be derived from 
deliberate experiment m political economy is but slight. 
It will for the most part be foond that the exceptional 
cases, in which the method of difference can mth some 
snccess bo employed in complex economic enquiries, 
are cot the result of experimeut at all, but are due 

tUe wages ooet of prodaoUon was Qonnterbalaac^ hj the saviog in gas 
and electric lighting, and in wear and tear of maobinerj, 

It cannot be doubted thst the experiment was a valuable contri* 
btttion to the detensinatlon of the econonio eSaots of a shortening of 
the hours of laboar* At the same time It is poesible to exaggerate 
its cogency, even if it be assumed that, in making his calculations, 
Mr Mather was able to eliminate interferenoee due to external changes* 
in the state of the trade in which the^rm was engaged. 

As was pointed oat by critics at the time, the conditions nnder 
which the reduction of hours of labonr took place were in several 
respeots exceptional in character, so that donbt may be felt as to 
whether the satisfactory resolts should not in large measure be 
credited to these collateral conditions rather than to the mere redne* 
Uon of working honrs. Thus some part of the gain might not un- 
reasonably be attributed to the better organisation enjoined upon the 
foremen m the vaiious deparimenta, and to the additional facilities 
afforded to the jiieoeworkem to enabld them to increm their output. 
It was moreover natural that throoghout the trial year all concerned 
should do their utihoat to make the trial a sucoess. The men would 
naturally strain every nerve at the beginnJog in order to secure 
a permanent future advwtage; and the would not be less 

anxious that the experimant whlcdi they had initiated should no|i 
result in failure. 

* Under a general dgbi houm' system these special iacentives to 
tocreaaed prciduotlon wdnld be wanting. Hence any generahaation 
(tom a particular case of this kind must he made with caution; and 
c^tiie experinvHit ought to be oOBfidsrtd along with mnah otherevi&moe 
bearing on ^be point at issue xatbar than as by itself affording a 
destsive solntioa o( the gnsstlon. 
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cither to tlic Hiiddcn but fortuitous iiitroductHm of 
influences, abnonual in thoir eharactor or in the scale 
of their operation, or else t<» the rare chance of two 
commimities existing side by side, in both of which all 
the agencies affecting their economic condition, save 
one. are similar in kind. 

An example, to which the f(»rmer of the above 
descriptions will apply, is affordt'd by the sudden 
diminution in the supply of labour on an altogether 
abnonnal scale caused by the Black Death in th(‘ 
fourteenth century. By a comparison of the conditions 
of the labour market before and after this plague, some 
of the effects of a scarcity of labour on wages arc* 
distinctly indicated even by the aid of the imperfect 
(lata that alone arc now obtainable*. Again, in the 
issue of assignats at the time of the French Rc'volution, 
in the suspension of the Bank Charter Act during a 
pei‘i(Mi of crisis, in a sudden burst of activity such as 
manifested itself in the American rail^tad construction 
of JK8], we have further exainjdes of agencies coining 
suddenly into ojsu-ation and producing effects that 
seem unuiistakeabh*. 

An example belonging to the second type is to 
be found in the first two chapters of the second 

^ An example of a somewhat similar obaracter—the Irish potato- 
fiunine of the years 18i& to 1S49—is adduced by Sir 0. C. Lewis, On 
the Mftiwdi ojObtervation o»d Hfaeoning in PoUtice, Cliapter 0, § 6. 
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Iniok of MalthiiKK Essay <m Population. Malthas 
citi'S Norway and Sweden as two countrie.s elostdy 
resembling one another in their gencnvl economic 
conditions, except that Sweden had some advantage 
in a more favourable soil and climate. Nevertheless, 
the average mortality in Sweden in j)n>|K)rtion to its 
population was considerably higher than in Norway, 
the lower classes of the im‘«ij>1c weiv in a less Nourishing 
condition, and the inemise of mortality in barnm 
seasons was pe<‘uliai'ly striking. Malthas accordingly 
applies the method of tlitference in order to determine 
the cause of this diversity; and he find.s it to con.sist 
in the 8uj)orh>r force in Norway of preventive checks 
to the increase of }>opulation. Thus, till within a few 
years of the time when he wrote, every man in Norway 
was subjt'clj to ten yearn’ military servici-; and dining 
this period he “could not marry without pi-odueing a 
eertificati', signed by the minister of the pariah, that 
he had substance enough to supjioi-t a wife and 
family; and even then it was further necessary for 
him to ohUiin the jK'i-mission of the officer.” The 
geiiciul sentiment of the country was also opposed 
to early marriages. Labour was little migratory, and 
the division of labour was not carried far; every man 
could, therefore, judge of the openings that existed 
for his own employment and that of his children; 
and thus the danger of a redundant poyiulation was 
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mon- clearly brought homo to (‘jich individual.' In 
Swixion, on the other hand, the variety of omployinent 
was greater; and the danger <d' redundancy, thui'ofore, 
not HO apjwronl. The average pj’oijortion of yearly 
marriages to the whole population wa* larger than 
in Norway, and this proi)ortion inca’ensed at every 
temporjiry and occasional increase of ftxxi. At the 
same time, the continual cry of the government was 
for an increase of HubjtKJts, and practical evidence of 
this desire was given in the establishment of lying-in 
and foundling hospitals. The conti-aat was, therefom, 
very marked; and, taking it in connexion with the 
gc'ueral similarity between the two countries in other 
respects, the conclusion drawn by Maltlius seems 
difficult to gainsay’. 

Mill indicates in his Logic the conditions that he 
regards as alone iule(juate for the application <if the 
method of difference in the i»rolectioniht contri>versy. 
“If two nations,” he says, “cau be found which are 
alike in all natural advantage.s and disadvantages; 
whose people resemble each other in every qujility, 
physical and moral, .spontaneous and ac<juired; whose 
habits, usages, opinions, laws, and institutions, are the 
same in all reapects, except that one of them has *a 
more protective tariff, or in other respects interferes 
more with the freedom of industry; if one of these 
^ Ooxnp^ boo^r^ Qvd his IVork^ p. 183, 
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nations is found to be rich, and th(' other jwor, or one 
richer than the other, this will be an experimentvm, 
criicis: a real proof by experience, which of the tw<i 
systems is most favourable to natifinal riches.”’ 

The im])lication is that thrw conditions are 
jieeessarily incapable of being satisfied. It has 
bei'n inaintain(id, however, that a comparisoii of the 
economic progress of Victoria and New South Wales 
(luring the pc'riod succeeding the yonr 1870 actually 
pn)vi<lo8 an inatantia criicis of the kind asked ft)r. 
Both colonies gained ground after 1870, but the 
progress of New South Wales is said to have put 
that of Victoria into the shade, whether we tjike ss 
our critoritm population, or revenue, or’exports and 
imports, or the value of ratcabh* property. The 
method of diflFerenco has accordiugly been applied to 
find the cause* of this. The t(*rritorieH of the two 
colonics are contiguous; they clo8(*ly resemble one 
another in natural advantages and disadvantages; 
theij' inhabiUuits belong to the same stock, and are 
similar in character and habits; they are governed 
on the same priiici})le8; their institutions have been 
for the most part the same. But in this respect 
there is one striking exception. In Victoria a policy 
of protection has been in the ascendant, in New 
South Wales a policy of fiiee trade. Here then, it is 

’ ItOgic, vol. 2, p. 472. 

K. 


13 
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argnod, is to bo found the differonce required to 
account for the diversity in the progress of the two 
colonies^ 

It cannot be denied that in wnch cases as the above 
some degree of c' 9 gcncy attaches to tlu* employment 
of the method of difference even in complex ewnomic 
enquiries; in other words, a connexion of cjiusc and 
effect can be established by this method with a more 
or less high degree of probability. The cases of 
which this can be said are, however, exceptional, and 
even in the most favourable instances, confirmation 
by stime independent line <*£ reasoning is indispensable. 
For, in consequence of the complexity of the surround¬ 
ing eircumflAncoH, and the length of time generally 
required for effects fully to manifest themselves, it is 
impossible that the conditions requisite for the valid 
employment of the method should be more than 
appixiximately fulfilled. Such conditions as are often 
sati.sfied in physical science are quite unattauiable. 

If we are sometimes inclined to accept without 
question economic arguments based on the method ol' 
difference, it is to a large extent because the way 
has been prepared by previous reasoning tending 
towards the same conclusion. How far we rely on 

4 

^ Compare Lord Farrer, Fret Trade and Fatr Trade^ Chapter 29; ^ 
and Sir Q. Baden-Powell on the of Froteeixon m Young Com’ 

in the Fortniphtlg lietfiw for Maroh 1882. 
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the previous reasoning, and how far on the d posteriori 
evidence pure and simple, it is often difficult to 
determine. The latter evidence may, as (Jaimes points 
out, strongly arrest attention, because it deals with 
new and perhaps striking facts. But when the basis 
on which we really rest our conclusion is subjected to 
logical analjwis, it will probably be found to combine 
induction and dt'duction, which mutually support and 
strengthen one another; and not to be—us at first it 
seemed—purely inductive. 

It may be worth while ir> turn back to one or two 
of the instances given above, in order to examine their 
c»)gency in a little more detail. In the comjKiristm 
drawn by Malthas between Norway amf Sweden, it 
Ht'onis impossible to make quitt* sure that some vital 
diffcix'uco between the two countries may not have 
been overlooked. Hence the argument has not the 
cogency that an ordinary argument based on the 
method of difference would have iu physics or chemistry; 
nor does Malthus for a moment imagine that it has. 
He gives it as one item only in a mass of concurrent 
evidence; and as such its force* is unquestionable, This 
exemplifies the true place gf the method of difference 
in complex economic enquiries. Any given application 
of the method taken by itself has not the independent 
• validity that belongs to the method under ideal con¬ 
ditions; for such conditions cannot be fulfilled. But 

13—2 
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ifc may usefully serve to strengthen nr confiiTn evidence 
afforded by other methods. 

Similar remarks apply to the free trade argument 
ba8e<l on the comparison In'tween New South Wales 
and Victoria. It is clear that in this comparison 
account ought to be taken of the cinuiriistances of th(5 
two colonies before as wr-ll as after 1870. The gold 
discoveries dating fn)m 1851 ruTiscd Victoria to 
developc with extreme rapidity, her gold fields lH.‘ing 
about six times an jiroductive as those of New South 
Wales. More recently, however, there has been a 
falling off in the Victorian produetum of gold from 
about ten millions annually to alsmt three millions. 
May not the jjrotectioniHt fiml here an obvious cause 
for the comparatively slow progreas of Victoria after 

4 

1870 ? Again in 1870, in consequence of the previous 
rapid development of .Victoria, the two colonies started 
from a different level. While Victoria is not much 
more than a (juarter of the size of New South Wales, 
her population was in 1870 very considerably the 
larger, and so was hf'r external trade. But it is a 
well recognised fact that ceteris ptir^tis tho higher 
the stage a country has reached, tho more difficult is 
it likely to be for her to maintain a high rate of 
progress. It may further bo argued, rightly or wrongly,' 
that by her policy of protection Victoria has laid the 
foundation of future greatness, whatever the iinme- 
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diate effects on her pn)bpority may have been. It is 
impossible, therefore, to base a piTfi'ctly conclusive 
argiiinont upon a bare comparison of the circumstances 
of the two countries. 

The truth is that between any two countries there* 
are sure to exist to an almost imlofinite pxt(*nt differ¬ 
ences that may concA'ivably att'ect their economic con¬ 
dition. Tliese differences may be small in themselves 
and not apjwireiit on the surface, and yet in the 
aggi-cgate their economic influence may be (Xinsidor- 
able. “No two communities,” wvys Sir Robert Gitfen, 
“an* hutficiciitly alike to be cotn|Kvrablo in strict logic. 
The slight<*st differences in tin* race or moral con- 
ilition of the two conununities, who are to ontwanl 
appearance much the might make a gn*at 

deal of difference in their inuterial progrcFa?. If the 
two are subjected to different econonn’c regimes, how 
are we to i<*ll whether the inferior progrc'ss of the 
one materially—even when we aro sure about the 
inferioiity—is due t») the rigivie, and not to other 
differences in the character of the communities, which 
we cannot so well appreciate ? External economic 
circunistances ore, besides, incessantly changing, and 
may affect two communities apparently of much the 
same character jind position quite differently. If it 
were possible to institute many pail’s of comparisons 
and exhibit a uniform result in all, it might be safe 
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to infer that it was thq regime which did make the 
ditference, no other uniform cauae of difference being 
iissignablo; but this condition of course it is impoasibic 
to fulfil.*” ' 

So great is the danger of exaggerating the probative 
force of the methcxl of <lifforeneo in economic enquiries, 
that there is probably in popular economic reasoning 

‘ Euaij* <» Vinaitee, Second Series, p. 200. Mill argues on 
priori gronmU that it imposaibje for two countries to agree in 
everything affeotiag their economic condition with the one exception 
of their policy as i-egards free trade or protection. After the passage 
quoted on pages 19U» ho ooutinuoa: ‘^But the supposition that two 
such instances can be met with is manifestly absurd. Nor is such 
ft concurrence even abstractedly possible. Two QAtions which agreed 
in every tiling except their commercial policy would agree also in that. 
DiSerenocs of legislation are not inherent and ultimate diversities; 
Aie not properties of Kinds. They are effects of pre-existing causes. 
If the two natious ^!ffer in this ponion of their institutions, it is 
from some difference in thoir position, and theuoe in their apparent 
intorests, or in sonic portion or other of their opinions, habits, and 
tendencies; which opens a view of further differoncoH without any 
ftssignabio limit, capable of operating on their industrial prosperity, 
AS well as on every other feature of iheit condition, in more ways 
than can be enumerated or imagined. Tlioro is tlins a demonstratod 
impossibility of obtaining, in the investigations of the social science, 
the conditions required for the most conclusive form of inquiry by 
specific experience.'’ This A priori argument has some degree of 
validity; but it is pushed a little too far. The adoption of a free 
U'adc policy instead of a protectionist or vic 0 ver$d might conceivably 
be due to fortuitous circumstanoes. It might be due, for instance, 
to the ascendancy of an in&ividnaJ staiosman or statesmen, who^ 
influence was exerted on the pai'iicular side in question. Zt might, 
therefore, possibly be nnconnecied with any other differonceB of 
oconoinic importance. At the same time, while such an oocurrenoe 
as this is **abstractedly possible,” it is without doubt improbable in 
the hipest degree. 
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no more common fallacy than a false ai^iment from 
cause to effect baaed on an illegitimate application of 
this method'. 

Typical examples are to be found in the ordinary 
d posteriori argiunents in favour either of protection 
or of free trade. The protectionist jjoints to the 
prosperity of the United States, and the free tnider 
to the prosperity of England. But economic prosperity 
or the reverse is of course the ouf-come of a variety 
of causes acting together, some of wliich tell in the 
same direction, while others more or counteract 
one another. Granting that free trafle tends towards 
prosperity, there may also be other powerful causes 
tending in the same din‘ction; and these may op(irate 
with greater force in the countrie.8 that hapj>en to be 
prott’ctioiiist than in those tlmt hap|K'ri to levy no 
protective duties. Hence it is quite coinj>atible with 

^ It may bo obHervod id pa8»jn(% thivt we oonirait tlio fHlUcy of pou 
hoc erffo propter hoc not only when we AHeign an effect to rd anto> 
cedont that U rcaUy unconnected witli it, but also when wc assign 
it exclusively to an antecedent that only partially acc^odiits for it. 
For example, Professor Marshall entera a caution against tteaiing 
the new forces of GOmpetitioD aa exclusivoly respousibk' for those 
aufierings of the English woihing cla^ises at the end of tho last 
century and the beginning of this« which were partly due to w»ir, bad 
harvests, and last, but not least, a bad Poor Tyaw. That law was 
itself antagonistic to free competition, which it set aside in fdvour 
of a crude form of socialism, that exercised a dt^gradiug intiuenco 
00 character’* {Priveiplei of Ecofumieit vol. 1. Ut coition, p. 717 
note). 
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the free tra(^cr’s position that a given protectionist 
country should be more prosperous than a given free 
trade country. For it is not maintained that, how¬ 
ever much other circumstances may vary, prosperity 
is always proportional to freedom of commerce; but 
simply that under given economic conditions the 
prosperity of a country is increased by free trade. 
On the other hand, if it be allowed that on the 
whole England has very greatly prospered gince the 
repeal of the Com Laws, the beneficial effects of 
free trade are not by this single fact alone rendered 
unquestionable; fur the conditions demanded by the 
method of difference fail altogether to be satisfied. 
Many other causes have been in operation during the 
last fifty years to which our prospeiity might on 
similar grounds bo rightly or wrongly attributed; for 
example, the progress of invention, the vast improve¬ 
ment in means of communication and the diminished 
cost of transport, the spread of education, the Australian 
and Californian gold discoverios, the extension of the 
field for emigration, and the further opening up of new 
countries. It must, moreover, be remembered that, 
even before the repeal of ihc Com Laws, England 
occupied a unique position in the commercial world. 
Friedrich List, applying the d posteriori method, is 
led to attribute the commercial supremacy of Great 
Britain largely, if not mainly, to the restrictive policy 
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pursued by her up to the early part of the present 
century’. 

All things considered, it must be said that the 
method of difference has no very important part to 
play in economics; and that even when it is employed 
under exceptionally fe.vourablo conditions, the argument 
is still not completely satisfactory, unless aujjported and 
strengthened by some independent line of reasoning. 
The function of the method of difference in political 
economy is to suggest or to confirm, rather than to afibrd 
complete and adequate proof. It should be added that 
the method needs to be employed with the greatest 
caution, even when it is used only for purjmses of 
verification. So many counteracting causes may be in 
o^>eration that the influence of a given cause, although 
undoubtedly exerted in a known direction, may be 
extremely difficult to detect in the complex facta, which 
alone are open to direct observation. Moi-e will bo said 
upon this point in the following chapter. 

’ It would have seemed almost unneeeaflary to call attention to 
the above considerations were it not that the it posteriori argument in 
favour of free trade has recently been cited as a typical example of 
the value of the inductive method in economic enquiry. The 
inductive method, says Professor B. Mayo-Smitli, is comparative,—“it 
compares economic institutionn performing the same function among 
difiereut nations of the same degree of civilisation, in order to 
discover which is the best” (fieleHee Eeonomie Discussion, p. 107); 
and he afterwards adds, as a special illustretion of a general conclusion 
gained by induction, that we can reason “tram the prosperity of 
England to the principle of free trade, at least for indnstrially 
develeped nations” (ib. p. 114). 
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I 4. The meihod of indtictive generalization from 
a multipUcaiion of izistancee .—It has been shewn in 
the preceding section that the economist cannot to 
any considerablo extent roly upon inferences based 
on the examination and comparison of single pairs 
of instances. It remains to bo considered how far he 
can substitute quantity for quality, and can generaUzo 
from the direct observation of a number of cases 
in which the same cause is in operation under 
varying conditions. Generalizations, thus based upon 
an accumulation of instances, will fall for the most 
part under Mill's method of agreement, or his method 
of concomitant variations, and will be in the strictest 
sense empirical. 

The essence of the method of agreement consists 
in finding two phenomena constantly conjoined, while 
the remaining circumstances by which they are 
accompanied are none of them present in all the 
instances.' Where this condition is fulfilled, it< is 
inferred that there must bo some causal connexion 
between the two phenomena in question. 

The peculiarity of the method of concomitant 

variations is that it requires quantitative data. 

Causal connexion is inferrod to exist between two 

% 

phenomena, because variations in the one correspond 
in some manner with variations in the other. 

In the endeavour to employ the above methods, 
the souroea from which material may be 
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gathered arc the history of the past and tlie sys¬ 
tematic obsefvation of the present. The iiceount of 
existing economic phenomena ne<‘d not necessarily 
take a statistical or (Quantitative form. But since 
economics is essentially concerned with qiiantities, 
there is a tendency for contemporary economic records 
to become more and more statistical in tone. The 
same would be the case with the history of past times, if 
statistical data relating to the past could be multiplied 
at will. The further we go back, however, the fewer 
and the more untrustworthy are the figures at our 
disQ)oaal. 

The functions of history and statistics in ccionomic 
enquiries are very important and very various. For the 
Q)re8ent, however, their distinguishing characteristics 
will not be dwelt upon; and they will be considered 
in respect of one of their fimetions only, namely, os 
constituting—along with the observation of everyday 
economic fects—the basis of inductive generalization 
from a multiplication of instances*. 

^ It ie to be observed that some writers who insist upon the 
imporUnoe of the purely Inductive method iu economics use the term 
indiictii$€ in a rather wider senee than is usual in workp on logic. 

Finally, we may ask/* says Profesaor B. Mayo-Smith, ^'what can 
the hkdactive method do when it fanes some grea.t economic problem 
which affects the whole commonity and avUiaation itself? Such 
a problem is the labour problem. What is the condition of tlte labour¬ 
ing class? Has that condition deteriorated or improved? The 
indoctive method has not shrunk from attempting to find an answer 
to even such fuestions as these. Thorold Bogars has laboriously 
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4 

The first and most obvious point to notice is that 

tho importance of the place to bo assi^ed to such 

generalization in economics varies according to the 

nature of the problems under discussion. As a rule, it 

is loss and less to be trusted, as we work up from the 

more simple to the more complex phenomena with 

which the science is conccrnwl. This is in accordance 

♦ 

with the ordinary logicai canon, that the greater tho 
number of causes in operation, and the more compli* 

traced the condition of tho English labouror during the laat six 
oenturies, for the purpose of anaweritig this quea^ion hiatorioally, 
OiSen has attempted, by aiatiatica, to shew that the couditian of the 
labouring claRB has nmlerially improved during tho laat fifty years 
{Seitncf Economic Discuaionf p. 111). Wliat writeis on logic, 
however, uanally mean by induction and tho indnetive method is 
a prooena of reasoning, wh^eby on the strength of particular in stances 
a general law is cstabliahed. In tlie above exampleB there is no 
establishment of any general law at all, and the enquiries are 
obviously of a kind that must proceed by a study of concrete foots. 
Not even the most extreme of anti-inductive economists has ever 
maintained that we can h priori, or by any oilier method tliau that 
of specific experience, determine the condition of the labouriog classes 
at any given time, or compare their condition at different times. 
It should then be clearly understood that in ezptessiag duubts us to 
the eflBoaoy of pure induction in political economy, we are referring 
to the establishment of general laws on purely empirical data; we do 
not moan to dony^it would indeed be absud to deny—the essential 
and paramount importance of direct appeals to experience is en* 
quiries whi<di are not concerned with the ascertainment of general 
laws at all, but merely with the investigation of economic pfaenomona 
at a particular time or plooe, or with their comparison at different 
times or places. In other words, we make no attempt to establish dc- 
HcHptivi economics on auy other basis than that of direct observation. 
The only question at issue is the place of indaotioa in eonctructfve 
eoonomiee. 
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cated the mode of their interaction, the less possible 
it becomes to fulfil the conditions required for valid 
inductive reasoning. 

It is in regard to the circumstances affecting the 
production of wealth that the relative importance of 
direct generalization from specific experience is the 
"greatest. It has, indeed, been already pointed out 
that, in this department of the science, all economists 
agree in adopting as their princijial resource an 
inductive method. No doubt, even within this sphere, 
they seek deductively to connect their conclusions 
with general principles of human nature. In other 
words, deduction and in<luction, here* as elsewhere, 
supplement one another. Still, the inductive element 
is more prominent than the d(*ductivo. This is the 
case, for instance, in the investigation of the circum¬ 
stances upon which the degree of productiveness of 
productive agents depends, and in the comparison of 
production on a large and on a small scale. 

Again, in investigating the laws of the increase 
of capital, while the deductive argument from a 
psychological analysis of motives is important, tho 
effects of oxtemal circumstances upon tho operation 
of such motives can be ascertained only by fresh 
observation and direct generalization. It is experience 
that teaches what states of society most encourage 
saving, though no doubt the facts that experience 



206 THE MOTHOD OF SPECIFIC BXPEBIBNCB. [CHAP. 


brings to light can afterwards be psychologically 
accounted for. 

Similar remarks apply to theories of population. 
In the suggestion and development of such theories, 
the history of population, and statistical records of 
the manner in which the rate of increase of human 
beings has in fact varied with varying conditions, arc 
of the first importance. This is exemplified in the 
second and later editions of Malthus’s Essay on 
Population. Malthus pursues an inductive method of 
enquiry. His reasoning is directly based on historical 
and' statistical data. He collects and compares recorded 
facts which throw light on the forces controlling the 
growth of population in a number of different countries, 
civilised and uncivilised, in past times and in modern 
Europe. 

As further examples of a valid treatment of 
economic problems, in which induction is placed in 
the foreground, reference may again be made to 
Cairnes’s analysis of the economic characteristics of 
slave labour, and to Mill’s discussion of peasant 
proprietorship in its economic aspects. It is worth 
specially pointing out that Mill’s argument is based 
on the method of agreement, not on the method of 
difference. He is not able, satisfactorily or on any 
oonsidorable scale, to compare different systems of land 
tenure uiuler conditions identical in all other material 
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respects—identical, that is to say, in cKmato, fertility 
of soil, national character, methods of cultivation, and 
so forth. 

Some additional illustrations of the appropriate use 
of the empirical method in political economy will be 
found in the chapters that follow on economic history 
and statistics. To give here one more example of a 
typical character, it may bo pointed out that in regard 
to the possibilities of co-operative production in its 
various forms we are in a marked degree dependent 
upon direct generalization from experience. 

When recourse is had to the empirical method it 
must always be rcraembert'd that the mere number of 
the instances is not so important, as that they should 
be diverse in character, and collected over a wide and 
varied range. The object is to eliminate the effects 
of adventitious circumstances; and it is, therefore, 
important that the instances, upon which the ai^umont 
is based, should have as little as possible in common, 
except those circumstances which constitute the special 
subject of investigation. A dozen woU-selected instances 
fulfilling this condition are worth more than a hundred 
all of a similar character. 

It should be added that, taking empirical geno- 
ralizatioQS at their best, great caution is necessary in 
extending them beyond the limits of actual experience. 
For, however wide and varied the range of economic 
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conditions that has been examined, there may still 
be other conditions, in relation to which the inferred 
law needs considerable modification. Jevons truly 
remarks,—“However useful may be empirical know¬ 
ledge, it is yet of slight importance compared with 
the well-connccted and perfectly explained body of 
knowledge, which constitutes an advanced and de¬ 
ductive science. It is, in fact, in proportion as a 
science becomes deductive, and enables us to grasp 
more and more apparently unconnected facts under 
the same law, that it becomes perfect. Ho who 
knows why a thing happens, will also know exactly 
in what cases it will happen, and what difference 
in the circumstances will prevent the event from 
happening. Though observation and induction must 
over bo the ground of all certain knowledge of nature, 
their unaided employment could never have led to 
the results of modem scionce.” 

It follows that even when we rely primarily on 
induction, it is of great importance that our con¬ 
clusions should be confirmed and interpreted by 
deductive reasoning. Hence, in saying that in certain 
departments of economic enquiry induction is funda¬ 
mentally important, it is not meant that the need 
of deduction from more general principles is super¬ 
seded ; but merely that the indpetfop mp^ usefully 
precede the deduction. 
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§ 5. Limitations of the empirical method .—Thoro 
roma.in to bo briefly considered those very important 
departments of economic enquiry, in which direct 
generalization from complex economic facts, without 
a prior appeal to underljring principles, is generally 
speaking in a high degree untrustwoithy, and in 
which, if we depend upon inductive reasoning alone, 
our conclusions aro more likely than not to bo crroiio- 
i>UR. In this caU'gory Jiro included tht; central problems 
of the exchange and distribution of wealth. It is of 
these jirobieius that Ooinios is thinking* when he 
speaks of Lho “utter inadequacy” of the inductive 
method in p>litical economy. Bagehot is also referring 
to them, when he remarks: “The facts of commerce, 
especially of the great commerce, arc very ecttnplex. 

■ Some of the most important are not on the surface; 
some of those most likely to confuse are on the 
surface. If you attempt to solve such ])robIora8 
without some apparatus of method, you are as sure 
to fail as if you try to take a modem military fortress 
—a Metz or a Belfort—by common assault: you must 
have guns to attack the one, and method to attack 
the other.” By this reference to an “apparatus of 
method,” Bagehot means that we are to proceed, not 
by the unaided dialysis of complex economic facts, 
but by a synthesis, based on a previous examination 
ot the nature and action of the elementary forces, 
K. 14 
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through whose operation the complex facts are pro¬ 
duced. The need of an d poRteriori investigation of 
the concrete phenomena themselves, at a certain stage 
of the reasoning, remains; but no trust is to bo put in 
an a posteriori method pure and simple. 

The argument, on which the above view is based, 
turns on the enormous complexity of the phenomena of 
the distribution and exchange of wealth. In the technical 
language of logic, the method of direct generalization 
is inapplicable, because of plurality of causes and 
intennixture of effects. There is plurality of causos, 
i.e., the same phenomenon may on different (>ccasi(;ns 
be traced to wholly different agencies; and there is 
intermixture of effects, i.e., the same cause is oontinually 
operating in conjunction with other causes, wheso effects 
coalesce and combine with its own. In consequence 
of the latter circiunstance, the effect proper to a given 
cause is, in one place, Munteracted by some other 
influence operating simultaneously; in another place, 
it is intensified; in another, it is modified and led 
to change its character. Mill shews clearly in the 
third book of his Logic (without any special reference 
to political economy) that where effects result from 
the union of many causes, the method of simple 
observation is in general inappropriate. The difficulty 
is increased by the length of time that is in the 
majority of oases required if the full effects of economic 
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causes are to be allowed to manifest themselves. In 
these cases, oven if the purely d puitteriori method 
enables us to detect the immediate but transient 
effects of given economic changes, the ultimate and 
more permanent effects are likely to elude our gmsp 
unless we are assisted by some “apparatus of method.” 
Many of the problems of political economy are further 
complicated by the relation of mutuality that so often 
exists between the phenomena with which tho science 
is concerned. Instead of one phenomenoD determining 
a second, and tho sc'cond doU'nnining a third, without 
any influence being in either case exulted in the 
opposite direction, the three iihenoinena may mutually 
determine one anoth<*r. This is the case, for example, 
with supply, demanfl, exchange-value, and with other 
'economic'phenomena that are of equally funduiuontal 
importance. To deal with illations of this kind by 
the method of direct generalization is out of the 
question. We must, as Professor Marshall puts it, 
“work with the aid of a special organon.”^ 

For these reasons, it is impossible to frame any 
general theories of value, interest, wages, rent, &c. by 
purely d posterioTi methods of reasoning. Recourse 
must needs be had to a method, in which deduction 
from elementary principles of human nature occupies 
a position of central, thpugh not exclusive, importance. 

^ Poiitim of Rconoma^ p. dl. 


14—2 
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Upon this point there is practical unanimity amongst 
economists, with the exception of the extreme wing of 
the historical school; and they do not so much affirm 
that general tbeoiies can bo obtained by the method 
of specific expcrienco, as that it is useless attempting 
to obtain general theories at all. They turn aside, 
therefore, upon the track of a quite different class 
of problems. 

Leaving general theories, a t 3 rpieal instance may 
be added of an economic jjroblem uf a moi-e special 
character, towards whoso solution the jmrc-ly d poaterioH 
method avails little or nothing. Sup(>osu that it is 
desired to determine the relation, if any. between the 
general commodity-purchasing power of money and the 
price of securities yielding a fixeil rate t)f into’est. 
Can the method'of concomitant variations rtifficc for 
a solution ? Statistics are available in abundance. The 
average price of Consols—which may be taken as 
representative of securities yielding a fixed rate of 
interest—is kno;wn for every year in the century; 
and numerous tables have been compiled, shewing 
how, during a number of years, the average aggregate 
price of certain selected wholesale commodities has 
varied. In the , construction of these tables certain 
difficulties present themselves, but however perfect they 
might be made, we could nev^, by simply comparing 
them with the prme of Consols or any other kind of 
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security, obtain even approximately a solution of the 
given problem. For whatever may be the effect of the 
general purchasing power of money on the price of 
securities, it is at any rate likely to be insignificant by 
the side of other influences, such svs the condition of 
the money market or the political out]<K)k. It is true 
that the investigation, if it is to be complete, requires 
knowledge of the general characteristics of periods of 
rising and falling prices, such ns can be gained only by 
experience. But it also of necessity involves deductive 
reasoning of some degree of complexity. 

In some cases it is ])ossiblc approximately to satisfy 
the conditions of valid induction, and yet the conclusion, 
so obtained cannot be regarded as more than suggestive 
and provisional, until deductive explanation and 
verification are forthcoming. Theories of periodic 
movements in the money market rday be cited os an 

A 

instance in point. 

It is remarkable that some writers on economic 
method should imply that while the deductive method 
might be applicable to a simple and stationary condition 
of industry, it becomes valueless in face of the in¬ 
creasing complexity of the modem economic world; 
and that under such conditions, at any rate, it must 
give way tn the method of specific experience*. We 

‘ Compare Cliife Lealio’s essay oo The Known and the Ifntnown in 
the Eeonomte World. 



214 - THE METHOD OF SPECIFIC EXPBKIENCE. [CHAP. 


have already indicated reasons why the reverse is 
nearer the truth. It is needless t<) say that as the 
forces in operation become more numerous and their 
inodes of interaction more intricate, and os changes in 
the general conditions of industry succeed one another 
more rapidly, the problems of economics become more 
difficult whatever method may be employeii for their 
solution. The deductive method needs to be applied 
with the greater caution, and the ajipnratus of facts 
with which it has to be supplemented increases in 
importance. But on the other hand, facts by them¬ 
selves leave us the more helpless, and more empiricism 
is the men' mislcadiug. Compare, for example, the 
investigation of the conncxnm between changes in 
gold supply and prices, or botweeu changes in gold 
supply and the rate of discount, under simple and 
comparatively stationary industrial conditions, with the 
same investigation under complex imlustrial conditions, 
where credit and banking are fully developed, and 
where prices, and the condition of the loan market, 
arc liable to alterations from an indefinite number of 
causes. If a mere d posterioi'i examination of statistics, 
without any appeal to deductive argument, might in 
the former case be of some value, it would certainly in 

the latter case be almost worse than useless'. 

1 

^ Compare Sir Bobert Uiffen’s admirable iDveitigations on the 
above-mentioned aubjeots in the Second Series of his £fia;« in 
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There is a special reason why no attempt should bo 
made to ignore or disg^iise the weakness of pure induc¬ 
tion in complex economic enquiries. The prevalence 
of a low type of incfcictive reasoning in the treatment 
of economic questions wonc of the most fertile sources 
of economic fallacy; and, however legitimate the em¬ 
ployment of the inductive method uiay be under 
certain cemditions, there can be no doubt that this 
method is liable to serious abuse. 

In thet>e esaft^B tto ueeosMty of hnvinf; recourse to a 
dciiuotivc method of inveatigation ik oleaily alievo, whilst it is at the 
same time pointed out that the deductive argument must not ignore 
the actual working of modern commerce and modern banking. The 
use of the deductive method has been so constantly misrepresented, 
that it i^ well to lose no opportunity ol repeating that to tall back 
upon a deductive line of rcaaoning by no means involves our going 
on onr way regardloas of actual bets. 
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ON THE DEDUCTIVE METHOD IN POLITICAL 

ECONOMY. 

§ 1. Nature of the deductive meiltod .—In so far as 
tho method of specific experience fails to afford reliable 
knowledge of economic laws, recourse must be had to 
a method, whoso essence consists in the pix'liminary 
doWmiination of tho princi|jal forces in oj)eration, and 
tho deduction of their consequences under various 
conditions. For an d posteriori argument depending 
entirely upon tho examination of concrete facts in all 
tho complexity of their actual presentation, is substi¬ 
tuted an d priori argument depending upon knowledge 
of the general characteristics displayed by men in their 
economic dealing one with another. “ The problem of 
the doductive method,” says Mill, “ is to find the law 
of an effect from the laws of the different tendencies 
of which it is the joint result.” The method in its 
complete form consists of three stops. It is necessary, 
first, to determine what are the principal forces in 
operation, and the laws in accordance with which they 
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operate. Next comes the purely deductive stage, in 
which are inferred the consequences that will ensue 
from the operation of these forces under given con¬ 
ditions. Lastly, by* a comparison of what has been 
inferred with what can ^be directly observed to occur, 
an opportunity is afforded for testing the correctness 
and practical adequacy of the two preceding steps, and 
for the suggestion of necessary qualifications. It will 
be observed that only one of these threb stej®—namely, 
the middle one-ris strictly speaking deductive. The 
so-called deductive method in its complete form is 
thus seen to be not an exclusively deductive method. 
It may more accurately be described as a method 
which, whilst predominantly deductive, is still aided 
and controlled by induction. This point will be further 
brought out in what follows, but it 8(‘oms desirable to 
call attention to it at the outset. 

§ 2. The ajiplication of the tertn "hypothetical'’ to 
economic science .—Political economy, in having recourse 
to the deductive method, is usually described as essen¬ 
tially hypothetical in character. This description of 
the science needs, however, to bo carefully explained 
and guarded, as there is somo danger of confusion of 
thought in' regard to the implications contained in it. 

All laws of causation may be said to be hypothetical, 
in so far as they merely assert that given causes will 
in the absence of coanleracting causes produce certfun 
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effects. As a matter of fact, in the instances that 
actually occur of the operation of a given cause, 
counteracting causes sometimes will and sometimes 
will not be present; and, therefore, laws of causation 
are to be regarded as statements of tendencies only. It 
follows that all sciences of causation, and pre-eminently 
sciences employing the deductive method—including 
political economy and awtronomy—contain a hypotheti¬ 
cal element. 

Thu above may be expressed sonjewhat differently 
by saying that the use of the deductive method in 
economics involves, at a certain stuge, a process of 
abstraction, necessitating a frequent recurrence of the 
qualification ceteris paribus. The abstraction is carried 
furthest in reasonings where the motive of self-interest 
is supposed to operate unchecked in a sbitc of economic 
freedom ; that is, in reasonings which involve the con- • 
ception of the “economic nmn.” But in all cnaos where 
the deductive method is used, it is present more or less. 
For id the deductive investigation of the economic 
consequences of any particular circumstance or any 
particular change, the absence of interfering agencies 
and of concurrent but independent changes is of neces¬ 
sity assumed. So as other changes themselves 
result from the one change or the one circumstance 
specially under consideration, account must of course 
be taken of them; but the distinguishing characteristic 
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of the deductive method consista in seeking, in the first 
instance, to effect a mental isolation from the operation 
of all modifying forces that arc not in some way con¬ 
nected causally with the psirticular subject of enquiry. 
The distinction between dependent and independent 
changes, here indicated, is of fundamental importance, 
and is in itself simple enough. At the saino time, a 
difficulty is oft<*n foimd in keeping it clearly in view 
throughout the course of a complicatc'd argument; the 
fiiculty of succeeding in this is esstmtial to sound 
economic reiwoning, and needs special cultivation. 

It docs not, however, follow that because a law 

A 

is hypothetical in the above sense, it is therefore 
unreal or out of relation to the actual eourso of 
events. Although laws of cauwition may fn>m a 
•certain jwint of view be regarded a.s hypothetical, 
they are from another point of view categorical. 
For they jiffirm categorically the mode in which 
given causes opomte. Moreover, even though a cjiusc 
may be in a manner counteracted in consequence of 
the oj>oratiou of more powerful causes iicting in the 
opposite direction, it will still continue to exert its 
own characteristic influence, and will modify the 
ultimate result accordingly. Jilo one supposes that 
the law of gravitation ceases to operate when a 
balloon rises in the air or water rises in a pump; and 
this may serve as a simple illustration of what is of 
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constant rocurronce in reg»d to economic phenomena. 
An intonsiiication, for inshmee, in the demand for 
a commodity may take place concurrently with an 
increase in supply; and hunce the absolute effect of the 
change in demand may not be apparent in any actual 
change of price. It may even be that the price falls, 
whereas the change in demand operating alone would 
have caused it to rise. Were it not for the latter 
change, however, the price would, in the supposed cir¬ 
cumstances, have fallen still more. It remains truo, 
absolutely and without qualification, that every change 
in demand tends to cause price to be different from 
what it would otherwise have been. 

Take, again, the theory that an increase (or dimi¬ 
nution) in the quantity of money in circulation tends 
c«f«n> paribus to be followed by a general rise (or fall)" 
in prices. This is, in a sense, a hypothetical law; it 

does not enable us to say that whenever there is an 

# 

actual increase in the quantity of money in circulation 
there > will actually be a rise in prices; nor does it 
oven enable us to say that if we find an increase 
in the aznount of money in circulation taking place 
concurrently with a general rise in prices, the latter 
phenomenon must of necessity be wholly due to the 


former. For the cause in question is not the only one 
capable of affecting genend prices. Its efiPects may. 


therefore, be counteracted by the concurrent operation 
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of more powerful causes.acting in ihe opposite direction, 
or exaggerated by the concurrent operation of causes 
acting in the same direction. But while this is true, 
it is also true that wherever the cause in question is 
present, it docs exert its dno influence in accordance 
with the Jaw laid down, and plays its pjirt in h<'lping 
to determine (positively or negatively) the actual effect 
produced. The given law, therefore, notwithstanding 
the hypothetical element that it contains, still has 
reference to the actual course of events; it is an 
jvssertion respecting the actual ndutions of economic 

phenoimma ouo to another. 

« 

But the question may bo raised whether deductive 
IK)litlcal economy is not hypothetical in a more funda¬ 
mental sense than has yet been indicate*!. It is clear 
that whenever conclusions ai-e reached by doductivi' 
reasoning, their applicability to actual phenomena 
must remain hypothetical, until it has been determined 
how far the premisseS which form the basis of the 
reasoning arc realised in fact. May it not accord¬ 
ingly be said that some at least of the conclusions 
of deductive poKtical economy are hypothetical in the 
sense that they require, not merely the absence of 
counteracting causes, but the realisation of certain 

r 

posttivs conditions, which are not as a matter of fact 
always roa48ed ? If this ^estion is answered in the 
affirmative, it must not be understood to carry with it 
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the implication that political economy employs arbitrary 
or fictitious premisses, or premisses whose relation to 
the actual phenomena of economic life is doubtful. 
This, however, appears to be what is meant by those 
who speak of the deductive method disparagingly, on 
the ground that it yields only hypothetical conclusions 
—conclusions which are affirmed to be useless for all 
practical purposes, however much their hypothetical 
validity may be beyond question. 

It is certain that in their use of the deductive 
method, economists do very frequently work from 
positive assumptions not xinivcrsally realibed. In«\oed 
their premisses need to be varied in order to meet 
different cases; and this being so, it is clear that the 
applicability of their conclusions must depend upon 
circumstances. For instance, in dealing with problems 
that relate to rent, certain conditions of land tenure 
are assumed; and in treating monetary questions, 
certain regulations as to coinage, legal tundor, instru¬ 
ments of credit, and so on, afe supposed to be in force. 
Again, in working out theories of wages, it is a not 
unusual assumption that each grade of labour, or even 
the working class as a whole, has its own definite 
standard of comfort. Even those assumptions that 
may be summed up under the general head of absence 
of disturbing causes have*a positive side. For the 
relevancy of the argument, so far as the explanation 
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of actual phenomena is concerned, requires that, as a 
matter of fact, the causes, whose influence is neglected, 
shall be strictly “disturbing” causes, and shall not exert 
on influence so powerful as to reduce that of other 
agencies to insignificance. 

It must, however, always be borne in mind that 
the deductive method does not consist of the deductive 
step alone. This appears to be forgotten by those 
who speak scornfully of the hypothetical character of 
deductive political economy. Mere deductive reasoning 
may indeed be symbolized by a hypothetical statement 
of the fonn, If 1* and Q arc true, R is true. B)»t 
the deductive method is not concerned merely with 
establishing the connexion between the truth of P an<i 
Q and the truth of B. lu its complete form, it includes 
a preliminary investigation of the ibrees actually in 
operation, and the various conditions under which 
they operate; and it also tests the applicability of its 
results to actual phenonlena by appeals to the concrete 
realities that are open to direct observation. There is 
sometimes a convenience in taking the deductive stage 
of economic work more or less by itself; and in the 
pure theory of economics special prominence is given to 
it. But still the premisses are not chosen arbitrarily. 
For while the pure theory assumes the operation of 
forces under artificially simplified conditions, it still 
claims that the forces whose effects it investigates are 
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'"verae causae in the senae that they do operate, and 
indeed operate in a predominating way, in the actual 
economic world'. 

A brief reference may here be made to laws of 
normal value, normal wages, &c. In the process of 
arriving at these laws, account is professedly taken only 
of the comparatively universal and pennanent forces 
in operation, leaving on one side the varying influence 
oxorted by the local and temporary causes that may 
happim also to act at any given moment. The laws arc, 
therefore, arrived at by a very deliberate process of abs- 
trjiction, and.they may appear to have an exceptionally 
hypothetical character. If, however, the forci's whose 
influence is calculated can be shewn to bo really the 
predominant and more permanent ones o|>ernting in 
any given economic society, then it may be a legitimate 
postulate that the modifying forces act in different 
directions on different occasions, so that in the long 
run they tend to balance and neutralise one another. 
In these circumstances, although the conclusions of 
the deductive reasoning may fail to correspond with 
the observed facts in any individual instance, they will 
nevertheless be realised, if instances are taken in the 
mass and if the general conditions of economic life 

' It is tliis point that Senior U anxioos to insist upon, when, 
altbou^ holding that political eooaomy “depends more on reasoning 
than on observation,” he yet refuses to speak of it as a hypothetical 
tofanoe. 
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ramain unchanged I'or a sufficiently long period of 
time’. Laws of uoniud value &c. arc, therefore, not 
necessjirily hyixitliftical in any sense that implies 
unreality. They arc nearly always not merely of greater 
scientific importjince, but also of greater practical iin- 
portanee, than the ever-varying phenomena observable 
in individual instances. It is indeed essential that the 
operation of local and transient influences should not 
bo ultimately overlooked or disregarded. But until 
knowledge has been gained of general and permanent 
tendencies, that which is local or transient will in all 
probability be itself misinterpreted. 

The conclusions reached in this section may be 
briefly summed up by saying that deductive political 
economy is rightly <leHCrib(jd as hypothetical, if by this 
nothing mure is meaut than that, in the first place, its 
laws are stateuients of t&uieticies only, and arc there- 

’ It has to bo recogniBed that tbo predouiiuatit and more perma¬ 
nent forces in operation are themselves liable to variation orcr long 
periods, and this undoubtedly* as Professor Marshall points out 
{I^rincipJea of Kconimik$y vol. i. ISUd, p. 420), increases the diOicnlties 
that are met witii in applying oconomic doctrines to practical 
problems. The question at issue may be made more clear if we 
explicitly dlRtingiush two points that are involved In the determina¬ 
tion of laws of normal value, normal wages, d^c. In the first place, 
we abstract from the operation of looal and transient causes; in the 
second place, we assume tliat the general conditions of economic life 
are stationary, so that the predominant -forces in operation . are 
themselves constant. It is only Within tho limits up to which this 
second assumption is, as a of fact, realised that norttuil value 

can be identified with averugt value, normaf wages with averagt 
wagCB^ do. 

K. 
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fore usually subject to the qualifying condition tli«t 
other things are equal ; and that, in the second place, 
many of its conclusions depend upon the realisation 
of certain poaitive conditions, which )vrc not us a matter 
of fact always realia(>d. Given the conditions, however, 
the laws may be stated catt*goricafly. The conditions 
are, mou>over, not arbitrarily assmued, but arc chosen 
80 as to correspond broadly with the actual facts in tlie 
different forms in which ec«inomic phenomena manifest 
themselves. In saying, thoi-cforc, that political economy, 
in 80 far 08 it has recourse to the deductive method, 
in a hypothetical Hcioncu, it is necessary to guard 
against the idea that this implies unreality or want 
of correspondence with the actual order of economic 
phenomena‘. 


1 Much of wh&t O^iruBs in his Logical Method of Political 
Economy about the hypothetical character of the soience is perfectly 
sound, and expressed with his usual luoidity and effectiyeness. But 
a few of hie Btatements—as, for instaoce, when ho remarks that an eoo- 
nomio law is not an assertion respecting the actual order of economio 
phenomena (p, 99)i and again that an economic law can be established 
or reAited only by an appeal to Bome mental or physio^ principle 
(p. i07)—are likely to give nse to inUunderatanding, even if they admit 
of jnstifieation when earofttlly explained. Consider, for example, in 
reference to the abone statements, the attempt to refute the doctrine 
of ooet of production as the regulator of yalue by an appeal to oertain 
Bpeial foots, scunmed up in the phnse^^'immobilitj of labour and 
capital.'* li the doctrine is considered purely hypotbeticalr this ob- 
jeoiion mlglit be dismissed as simply imJetant. But we cannot think 
thet Oairaes would hare been content so to dismiss it. In hie hands, 
and in those of his school genariJly, the doctrine rrum^ that ander 
existukg eoooomie eondiUoni cost of prodaotion doss actually eiert 
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' § .3. FnncUunn of obsermHon in the employment 
of the deductive method .—The pai’t playal by sfiocific 
oxperionce* in guiding and giving rwility to tleductive 
orunoinio ruuBoiung is uf the utiiiust importance. It 
may ,be said without qutvHfioitiun that political 
ootmomy, whether having recouiTje to the deduetivc 
method or not, must both l)ogin with observation anti 
end with observation. As already jKiintcd out, there 
is a tendoney to forget that the deductive method in 
its complete foroj consists of three stages, only one of 
which is actually deductive, the two others being the 
inductive detennination of premisses, and the inductive 
vci'ifieatiou of conclusions. The true character of 
the deductive method is in ]>articular misapprehended 
by those of its critics, who reject its aid in political 
economy on the* ground that its employment means 
closing one’s eyes to facts, and trying to think out the 
laws of the economic world in entire neglect of what is 
actually taking place*. 

n very luateriftl inAuence upon the price of the ({real majority of com* 
modities. Consider farther the doctrine of the existence of grades of 
labour between whioh competition is slugaish and inefiective. This 
doctrineis indicated by Mill, but is given greaterprominenoebyCalmes, 
who bases upon It a modification of the reoeived*theory of value. By 
appeal to what mental or physical principle, however, can it be said 
to be established? It ie rather to bo regarded as a modification of 
piemisses, suggested by observation and having for its object to bi^g 
economic theories into closer reiatiou with actual facts. 

^ Speaking of induction as supplementary to deduction, Wagner 
observes that “according to our past experience and probably also in 

15-2 
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It is true that in working ont the pure theory of 
economics, the j)art j)layed by specific observation may 
he subordinated and kept temporarily in the back¬ 
ground. It is true also that the intellectual bias of 
some investigators naturally inclines them to cultivate 
specially this side of the subject. Again, for purjjoses 
of illustration, and with the object of familiarising 
ourselves with the kind of reasoning rt'quisite in dealing 
*with economic problems, it uuiy sometime's be useful to 
frame hypotheses that have little relation to actual 
facts*. Still it is only partially and temporarily that 
the economist can thus remain independent of specific 
experience. The Hi)Ocial functions of observation as 
supplementary to deductive reasoning are at once 
suggested by the analysis of the deductive method 
already given. 

In the first place, observation guides the economist 
in his original choice of premisses. Even in the most 
abstract treatment of political economy, it is necessary 
to begin by considering what are the general character¬ 
istics actually displayed by men in their economic 

dealings with one another, and by investigating the 

future, ve mast expect more from iadaotion as a raeans of oontiol 
than as an mdependent method. We tMM probably owe to iodnetion 
not so much new re^ultH as correctioofi, re&nenientR, and eDlargexQCQts 
ot propoiitioDS obtained in ifae first instance deductively** {Grundleg- 
ung iler politUchen Oeken^miet 18M, i 95). 

^ On the subject of illustrative bypotbeeiB, compare Venn, £m- 
pitied Logic, pp. 268, 
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physical anil social environment in which thoir economic 
activities are excK*iw‘d. As alrejvdy imjilied, however, 
it is not necessary that the propositions jissumcd in 
regani to men’s motive.^ or their material and social 
surroundings should be true universally or without 
(jiialifioation. To attempt any exact corrcsj)ondence 
with what has been called the “full empirical actuality" 

would be to sacrifice generality, and to involve ourselves 

» 

afresh in those complexities of actual economic life 
from which it is the special object of the deductive 
method tenijwrarily to escape. The rei^uiremcuts are, 
first, that the motives taken into account shall be 
exceptionally powerful in the economic spliere, and so 
far uniform in their operation that the kind of conduct 
deduced from them shall correspond broadly with what 
actually happens; and, secondly, that the eircumstancofl 
in which the motives are supposed to operate shall 
be of a repri'sentative char^ter, cither ns regards 
economic life in general, or, at any rate, as regards a 
sjKJcial svspect of it over a given range. 

The observation requisite for the selection of 
premisses may sometimes involve little more than the 
refl(?ctive contemplation of certain of the most familiar 
of every-day facts. But it is to be remembered that 
the economist does not always work from one and the 
same set of assumptions; and in some cases knowledge 
of a much more extended character is required in order 
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« 

to dotcrmiiK' what the premisses shall be. This remark 
applies to the working out of the theory of the foreign 
exchanges, of movements in general prices, of the effects 
of imde-unions or of machinery on wages, and the like. 
In dealing with probluins of this kind the necessity 
for a somewhat intimate >u:(piaihtancc with concrete 
economic- phenomena arises at the very commencement 
of our onejuiries. The general principles that should 
guide the economist in his selection of premisses will 
bo indicated in rather more detail 8ubsc'(Jnently^ 

In the second place, observation enables the 
economist to determine how nearly his assumptions 
approximate to the actual facts under given economic 
conditions. He thus learns how far his premisses 
require to bo modified; or to what extent, where no 
actual modification of premisses is neceasary or feasible, 
allowance must bo made for the effects of so-called 
disturbing causes. The jise of observation for the above 

^ Cairnes obsorrea that 4^nomist starfa mih a knowledge o{ 
ultimate causet^’ MeChotl, p. 75); bnt thu Htaiement ahould 

at any rate be limited to the pore theory of eoonomiCB. Aq remarked 
by Pro&aaor Dunbar in hiB emay on the lifortian in rollficnl 
BconoTHPf the method to be employed in carrying c^nomic eoience 
into regioufi never penetrated by Bicardo is lumple; it in only &eoes« 
aary to draw from the actnal observation of affairs frosli premiaaes 
relating to forces of tho aeouodary order (Quarterly Jtnmtal of JCeo- 
n 0 Mit% October, p. 10). ProfetMor Uarshaira J^tneipUn of 

Kco^umici affords numerous striking examples of the fresh develop* 
nents of which deductive political economy guided by observation is 
capabia 
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purpoBo is one of the principal respects in which the 
more concrete'is distinguished frism the more abstract 
treatment of political economy. Its importance for the 
adequate understanding of the economic phenomena of 
any given period is verygreat. “Nothing but unreality,” 
as Bagehot puts it, “can conic of political economy till 
we know when and how far its first assertions are 
true in matter of fact and when and how far they 
are not.”^ 

Considering this function of observation from a 
somewhat different standpoint, it will be seen that 
observation determines the Ihnits of the positive 
validity of la^s deductively obtained. The economic 
world is subject to continual changes. Certain as¬ 
sumptions may be realised at one stage of economic 
progress, and nevertheless be in violent opposition to 
facts at another stage. Hence without the aid of an 
extensive knowledge of facts, there is danger of 
ascribing to economic doctrines a much wider range 
of application than really belongs to them. This |Kiint 
will be further considered in treating of the relation 

between economic theory and economic history. 

0 

^ fiieonomU* SltudUi, p. 71. B&gebot himself lllasimtes this state- 
meat hy an Inductive inveatigation of the effect of diflerencea in the 
real wages of Uboor upon movemonta of population. An important 
postulate in regard to the nature of this effect is involved in the 
ordinary deductive detenainatioa of laws of normal wages. See also 
Mx L. L* Price’s Indxuttial Ptact^ pp. 106, ff. 
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In the third place, the economist has recoxirse to 
observation in order to illuBtratc, test, and confirm his 
deductive inferences. It is important hero to observe 
that the verification may, and in fact will generally, 
consist in the satisfactory explanation tif actual pheno¬ 
mena, not necessarily in the discovery of phenomena 
that would justify tis direct geniTaliaitiona the con- 
clusion-s that have been deductively obtained'. 

Of coiirse in some cases, instead <tf any confirmation 
of theory, there will be revealed a clear discrepancy 
between the actual course of evonts and the results of 
the deductive reasoning, shewing that the latter, if not 
positively erroneous, are at any rate insufficient to 
account for the fircls. Th<’ problem then is to de¬ 
termine the source of the error or incompleteness. It 
is possible that empirical emjuiry may indicate the 
operation of agencies, exerting an important influence 
upon the phenomena in question, but of which no 

^ AmoDRBt reoPTit eooQOmic treatiBefl, Piofe^sor Kicholson^s IToney 
may he mentioned as affording nnmerouft effective exam pi eR of ibo 
way in which actual occurrences znay Borve to illustrate and confirm 
deductive arguments. Tf we want examplos, however, we cannot do 
better than go back to the ITtaltk of NationM, As Professor Marshal} 
observes,—**Adam Smith seldom attoxnpted to prove anything by 
detailed induction or history. Tiio data of his proofs were chiefiy 
facts that were within everyone’s knowledge, facts phynoal, mental, 
and moral. But he illustrated bis proofs by enriouR and instructive 
facts; he thus gave them life and force, and made bU readers feel 
that they were dealing with problems of the real world, and not with 
idMttactions.” 
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account has been taken*; or it may be that whilst the 
right forces have been taken int«> accoiint, tlieir relative 
strength has been wrongly estimated, or the mode of 
their individual operation miscalculated; or there may 
have been error in the deductive rcjisoning itself. 

The sorioua difficulties which somotimes attend the 
process of verittcation must not be overlooked. Mill 
go(‘8 so far as to say that “the ground of confidence in 
any concrete deductive science is not the d priori 
reasoning itself, but the accordance between its results 
and those r)f observation d posteriori.'”^ This state¬ 
ment needs to be slightly (jualified. For we may have 
independent grounds for believing that our premisses 
correspond with the facts, and that the process of 
deduction is correct; and we may accordingly have 
confidence iii our conclusions, in spite of the fact that 
there is difficulty in obtaining explicit verification. 

There must not of course be a manifest discre 2 )anry 
between our theoretical conclusions and the actual facta. 
But wo should not hastily draw negative conclusions, 
or suppose theories overthrown, because instances of 
their operation are not patent to observation. For 
the complexity of the actual economic world, which in 
the first i)laco makes it necessary to have recourse to 

> The operation of Iheee agencies having once been huggested by 
observation, it is not improbable that we may he again aided by 
doduotion in determining the precise natnre of their influence. 

* Logio, vi 9,11. 
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the doduftive method, may also render it difficult to 
determine whether or not the actual effects of any 
given agency really correspond* with the results of our 
deductive calculations^ 

Again, laws of normal value, wages, &c. are, as we 
have already pointed out, vcrifiahle only by instances 
taken in the moss and nut by instances token in¬ 
dividually. It follows that, as in framing empirical 
generalizations, so in verifying from observation the 
results of deductive reasoning, it is in general necessary 
to extend our investigations over a wide range of &ct8, 
and especially to allow sufficient timt* for effects fairly 
to manifest themselves. If these precautions are not 
taken, misunderstanding may easily enams and economic 
theory be unjustly discredited. 

The doctrine that taxes on commodities are, under 
ordinary conditions, paid by consumers may serve as * 
a simple example; for this doctrine is in no way 
inconsistent with the fact that a new tax may in the 


^ The problem of the effect exerted on geoenl prices hy the 
qtiASUtj of money io oironlation ie first worked out dednetively, and 
t^eo illostrated and tosted by the examination of instaaosfl m which 
chaO0B0 in the amount in circulation have occurred on a eonstdcrable 
scale. In some owes the confirmation may be yery clear and de- 
eifiive; but aometimea there may be the greatest difficulty iu allowing 
properly for the effects of an inoresae or diminution in the general 
yolume of trade, for the effects of an expansion or contraotioa of 
credit, and eo forth, the tendency of which is to couuteract or exagge* 
rate the effects proper to the cause apeeiahy under investigation. 
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first instance bear very heavily upon the industry that 
is taxed. The whole reasoning by which the doctrine 
is established shews thiit it relates solely to what will 
happen in the long run. In other words, it relates only 
to taxes of old standing or to such as have been long 
anticipated^ 

As another simple instance, it may be ]>6inied out 
that in accordance with the principles of deductive 
political economy, the repeal of the Com Laws must 
have tended to bring about a pennancmt fall in the 
price of wheat in England. Yet no such fall occurred 
immediately. The explanation of the apparent dis¬ 
crepancy is to bo found in tho interference of such 
ciKMimstaiices as the failure of the jjotato crop, the 
Crimean War, and especially tho^Ucprociation of gold, 

1 The deductive theory of the ineidoDoe of inxes on commoditieB 
has been a frequent source of perverse Tnisnnderstandini;. **The 
deductive economist's ihoory of profits and prices,” writes Cliffe 
Leslie, **will bo found to claim to be true, under all circa Distances, 
in the case of every individual in trade and of every particular 
aiticle, and to foretell tho exact rates at which goods will be sold. 
lliB theoiy of taxation is an application of his tlieory of profits and 
pricae; and it proceed a on the asaamption that prioes will actually 
conform to the cost of production, so nicely in every particular oase, 
that evdiy special tax on any i^onimodity will be re-covered by the 
producer from the conBumor, with a profit on tho advance'* 

1S88, p. 239; compare also p. 6i). In so far as isolated paRBages 
from the writings of deductive eoonouiists may appear to justify such 
statementB as the above, it is only beeauee they have not always been 
aafflclently carefol to emphaBise the dietinotiou between the imme¬ 
diate and the ultimate inoidenco of taxation. 
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which contributed to maintain the price up to 1862j 
notwithstanding frets trade. Time, moreover, was re¬ 
quired in order to allow the area of cultivation in new 
countries to bo increased, and means of communication 
to be developed, so as to meet the now tiemand^ 

§ 4. Ricardo's use of tJte deductive method .—The 
above considerations indicate' certain requirements that 
need to be .satisfied in the light use of the deductive 
method, luid also certain limitations to which the 
metho«l is subjexst. One essential |K)int is that there 
shall be a clciir and definite enunciation of the assump¬ 
tions upon which any given piece of reasoning is based. 
Sometimes, in addition to giving a careful explanation 
of the conditions under which the inferred results hold 
good, it will be advantageous to indicate the directions 
in which these results are likely to be niodific<l by 
alterations in tho conditions. In discussing the effects 
of economic changes it is further requisite to specify in 
general terms the period of time taken into consideration, 
di.stinguishing clearly between immediate and ultimate 
effects. It must always be remembered that assumptions 
need to bo varied in order to meet varying economic 
circumstances; aud <l priori dogmatism must bo avoided 
in regard to the application of conclusions to any given 
state of society. Before such applications can bo justi- 

* Further iUartratione of Uie part played by observation in con¬ 
nexion with the deductive method will be foond in chapters 9 and 10. 
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fiod, «^Tnpirjcal tests uiust bo applied—tests, which in 
some cases lie ready enough to hand, but which not in- 
frct^uently involve systenmlic observation and statistical 
research of grcjitcr ditficulty than the deductive rcusoii- 
ing itselil 

Ricaido’s writings, and in particular his Ptiuciples 
of Political Economy and Taxation, arc' frerpjently 
cjuotcd as affording typicjd and loprcscntalivo examples 
of the use of tho deductive method in economics; and any 
objections, to which either his methods or his results 
are open, are accordingly regarded as in all respects 
equivalent to objections to the deductive niethod as 
such. It must bo said, however, that while Ricardo’s 
writings contain some of the most brilliant and in¬ 
structive examples of close deductive reasoning to b<g 
found in economic literatxire, and while a thorough 
study and mastery of Ins works may rightly be re¬ 
garded as a part of the necessary equipment of the 
economic student, still his manner of employing the 
deductive method is not free from grave faults. For 
instance, the explanations and qualifications, which are 
continually necessary in the inter|>retation of his results, 
have usually to be supplied by th<‘ reader himself. 
Neither the subsidiary postulates, nor those that under¬ 
lie the greater part of the reasoning, are explicitly 
indicated; and there is sometimes an unexplained 
change from one liypothesis to another that is specially 
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perplexing. Again, the noccssity of attending to the 
element of time is insufficiently emphaaizod, and far 
ton little imporUinco Reems to attached f^o the 
characteristioi of the jjcriods of transitiou, during which 
the ultimate effeets of iKJonomic causes are working 
themselves out. The tone mlopted by Ricardo suggests 
further an undue confidence in the absolute and uni¬ 
versal validity of the conclusions reached; and in his 
illustrations there is a *r('motoncs» from the facts of 
acttial life that is not really essential to the omployinont 
of tlie deductive method. 

There is still another respect in which Ricanlo’s 
chief work fails to siitisfy the requirements of a j)crfect 
deductive system. As a science grows more deductive, 
j,thc logical arrangement of its different parts, and the 
duQ subordination of some parts to others, become 
considerations of increasing importance. Ricardo, how¬ 
ever, never makes sufficiently clear the exact relation 

% 

between his different theorems, and the manner of 

» 

their dependence one upon another. In some respects, 
the different chapters of the Principles of Political 
Economy and Taxation read more like inde{>endent 
essays than consecutive chapters o^ a connected and 
logically complete system. 

An explanation of much of the above is to be found 
in the special circumstances and conditions under which 
Ricardo wrote. While his premisses were suggested 
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by the actual economic world in which he lived, hia 
observation was partial, and confined to a narrow range. 
Ho wna consequently led to int<'rjjret hia results with¬ 
out adequate limitjition. It is, moreover, very doubtful 
whether it was hi.s deliberate intention to prt«luce 
a complete systematic exposition of economic science. 
It has been suggested on very plausible gnmiulh that 
his chief work was originally written not for publication, 
but with the object of formulating his own ideas on 
various economic questions, and for private circulation 
amongst an inner circle of acquaintances. If this view 
is correct, tht' not unfrequent incompleteness of the 
argument from the strictly logiciil standpoint is to 
a considerable extent accounted for. Nothing can be 
more natural than that anyone writing for those whom 
he knows to be already familiar with his general 
attitude should omit an explicit statement of pustulates 
and qualifications, that are certain in any case to bo 
present to the minds of his readers’. 

^ Compare a very suggeetlTe note on Ricardo^ti Ute of Facts in the 
(^Htrterly Jounial of Ecouonucs^ 1887, p« 474. Compare, also, 
Leitem of liicartU> to Mnlthus, edited bj Dr Bonar. is not diffi* 
onlt/* nays the editor, ^^for men living two generations after Dicardo, 
and having (ae he himself expressed it) ^all the wisdom of their 
anceeton and a little inore into the bargain/ to point ont mony 
unjustified assumptions, manj ambiguona ten^, and even man; 
warering utteranoes in fiicardo's PrinetpkSf in spite of their appear* 
anoe of severe logic. The author’s detached praoticai pamphlets were 
in those respects 4ar more powerful than this volume of imperfect!; 
connected eesajs on genera! theor;. The flattering importonitiee of 
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Whatever may be the explanation, however, of 
Ricardo’s shortcomings, it is certain that the deductive 
moth(H] is not <Jxemplifiod in anything approaching an 
ideal form in his jmges. 

§ 5. Tlie premisses of deductive political ecommy .— 
In. those abstract rcsisoniogs, which constitute the most 
prominent part of economic theory, the princijdes by 
which the economist is guided in his choice of premisses 
are generality and simplicity: the fonner, in order to 
widen as far as possible the range over which tht* theory 
may be ajiplicable as an instrument for the solution of 
concrete problems; the latter, in oixier that the process 
of deductive reasoning may not be too difficult’. The 
principle that men desire t<j increase their sum of 
satisfactions with the smallest possible sacrifice to 
themselves, the law of decreasing final utility sus amount 
of commodity increases, the law of diminishing return 
from land, and the like, are preiniases which possess 
the requisite degree of universality. The hypothesis 
of free competition, again, affonls a fairly simple basis 

friends had induced an unsystematic writer to attempt a systematio 
treatise” (p. ztU). 

* ^*The function uf a pore theory,” says Professor Marshall, “is 
to deduce definite eonolusions from definite hypothetical premisses. 
The premisses shopld approximate as olosoJy as possible to the facts 
with which the eoiret-ponding applied theory has to deal. But the 
terms used in the pare theory mast he capable of exact interpretation, 
and the hypotheses on which it ie based nrast be simple and easily 
handled.^ 



VTT.] CHOICE OF PREMISSES. 241 

for deductive rensoning, and, ho far at any rafc<‘ as 
modem tiwlo is concenre<l, is approxiuiiitely valid in 
relation to a large numb<*r of economic phenomena. 
The alternative hypothesis of pure monopoly is in 
certain respects even simpler, but the case-s in which 
it is approximately realised cover a much narrower 
area*. 

Passing to the consideration of more concr(‘te 
problems, the above statement requires to be slightly 
modified. The first requirement now is that the pre¬ 
misses shall ultimately include all the circumstances 
which exert any very important influence upon the 
phenomena in question at the pcTiod and place to 
which the investigation has pi-ijnaiy reference. The 
second requirement is again one of simplicity. The 
hypotheses adopted should be capable of being made 
thc‘ basis of deductive inference; they sljould then^fore 
take a definite and precise form, and should be as few 
and as simple as is consistent ^ith keeping fairly close 
to the facts*. 

^ Cournot in his Reeherrlw$ mr let Vrineiptn Math^matique$ de la 
Tltforie dn Richetut tskes the hypothesis of pore monopoly on the 
part of sellers as his starting-point. 

^ Wagner, vithont attemp^g a complete ommeration of postu¬ 
lates, (^ves as the first important hypothesis of defiaotive economies 
(a) the assumption that ereiyone acts from economic self-interest 
{GryndUffung der jM^tiiohen Oekonomit, § 6?). To this he adds 
two other fcindamental hypotheses, namely, (b) that all oonoemed 
know and understand their own Interesti, wd (e) that they are not 

K. * 16 
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Bagchot in bin unfinished Postulates of Political 

Economy projwscd to cnumcrati' the principjil aBsump- 

tions of economic science, and to examine the validity 

or the limits of the validity of oach in turn. Such 

an enumeration and examiDHtion may under certain 

conditions be highly instnictivo; but unless the object 

in view is carefully explained, it may also prove 

misleading. In the use of the de<iuctive m<‘thod in 

political economy, and cs|)ocjally in the pure th(‘ory, 

hindered hy law from pnrfloing their intareacs. Wc fhuR postulatf^ as 
the general baeU of oar argoment {/i) Ihe desire, (h) the abilUy, 
(^) the permission, to act in aocoidance with the dictates of self- 
interest. Wagner goes on, howev«*r, to point out (8 7^) that each of 
these three assumptions is capable of being ipodified as circumstances 
may require. Such modilicatiooe will of oonrse not be introduced 
arbitrarily, but with the objoci of making our hypotheses correspond 
more and more nearly with the facts; and the facts will themselves 
vary according to the particular nation, period, place, or class of 
economic phenomena, under investigation. Thus, the first asanmption 
may he varied by taking into ooDsideration the operation of other 
motives as oo-operating factors along with self-interest; the second 
assumption may he varied by the recognition of inequalities in the 
knowledge and ability required in order to pursue one's own interests 
to the best advantage, the extent of the modification depending upon 
the particular class of persons under conaideration; the third 
assomption may be varied by considering various ways in which 
individual freedom in economio afiairs may 1>6 interfered with. 
In these ways Wagner thinks that we may approach more and more 
nearly to complete ooincidenoe between our assumptions and tiie full 
reality^ although it is allowed that the .altered hypothms may not 
always be easy to work with, and that the ideal of mathematical 
procedure may not be attwable. It might bo added that as our 
general command over the processes of deductive reasoning in 
eomiomios iaoreases, the greater will be our success in working from 
these modified assomptbns. 
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theni aw soino half dozt*u prtiiiisMiH that arr more 
fuiidaiiiciitHl and of nion* ««instjint wciim-ncts than 
others. But unless grojit «iro is faiken tt) emphasize the 
distinction between abstract and concivte ec«inomica, the 
njcognition of a limiUni nniuber of definite assimiptions 
as fundamental and Hufficient tends to give to the 
science a fonnal and unreal aspect that ia noti pniperly 
characteristic of it con8i«lerc-d in its l«itnlity'. 

The validity, nioreov(*r, of economic postulates 
varies not only from time U* time, and jdace to place, 
b\it also in different connexions at the same time and 
place. Henco oven if a preliminary enumemtion of 
premisses, supposed to underlie the whole sciimce of 
economics, weixi really feasible, it would not be possible 
to examine once for all the validity of such premisses; 
and on the whole it seems best to regard any pre¬ 
liminary enumeration and examination of ecunoinic 
postulates, not as definitive or exhaustive, but simply 
as illustrative of the gener.d character of wonomic 
theory'’. 

’ Tbo notion that Iho whole of the Aoience in built up from just 
one or two prontisscs has always been seizni upon for comment by 
adverse critics. Compare, for instance, Mr Frederic Hariison’s 
criticism that “ political economy boa two postulates—pioduetiou as 
the sole end, competition ns the Sole motive—postulates of wbicli the 
human rsce and its history can shew no actual exuaple.” 

^ The ennmeration of postulates proposed by Baft^hot was unfor¬ 
tunately never completed. Enumerations of the kind referred to will, 
however, be found in Senior, Political Keomimy, p. itG; Cairnes, 

16—2 
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HpecuU modiJicationH of the deductive method. 


Then* aro certain raodificatiorw of the deductive method 


LofficaJ lecture 3, §3, and liecinrod, §1; Gousa, Introduction 

the tSfudy of Politicat Keonontyt Theoretical Part» Chapter 6» 8 8; 
Bidgwick, Prhiriplca of Potitical RcoHomy, Ard edition, Introduction, 
Chapter 8, § 4. Compare alao the poAinlates fonnulated hy Wa^nar, 
as given in the note on page 34t. It may be uflefol to quote from 
Senior and Cairnce. Senior Ka>e, have already stated that the 
general facts on which the soienoe of politioal economy rosts are 
oompriaed In a few general propositiozu, the result of observation or 
consoioueuess. The pioposiiions to which we then alluded are these:-- 
1. That every nian desires to obtain additional wealth with as little 
sacrifice as poesiUe. 8. That the population of the world, or, in 
other words, the number of persons inhabiting it. is limited only by 
moral or physical evil, or by fear of a deficiency of those articles of 
wealth which the habits of the individuals of each class of its inhabit¬ 
ants lead them to require; 8. That the powers of labour, and of the 
other instruments which produce wealth, may bs indefinitely increased 
by using their products as the means of further production. 4. That, 
agricultural skill remaming the same, additional labour employed on 
the land within a given district produces in general a le«s propor¬ 
tionate return, or, in other words, that though, with every increase of 
the labour bestowed, the aggregate return is increased, the increase of 
the return is not in proportion to the increase of the labour.*^ CaimeR 
indicates the following os the ultimate premisses of oconomic science, 
--first, 'Hhe general desire for pliysieal well-being, und fur wealth as 
the means of obtaining it”; next, ”the intelleotual power of judging 
of the effloaoy of means to an end, along with the inclination to roach 
our ends by ^ easiest and shortest means^; thirdly, those propen¬ 
sities whidi, in conjunction wjth the physiological conditions of the 
humw frame, determine the laws of population”; and lastly, ^‘the 
physical qualities of the soil and of those other natural agents on 
which the labour and ingenuity of man are employed.” It is clear 
tbid; such enuiueratioDt as these cannot lay claim to comjfietenesa 
Sons postulate is, for example, essential in regard to the lihtnre of 
the social customs and legal institutions relating to property. Some 
postulfta is also iwquisite in regar4 ^ variation of uUlty with 
amount of eonmodity; for it would not be possible from Senior’s on 
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which render it compjiratively easy to d&il effectively 
with problems of considerable intricacy. It is pnrticu- 

Cairncs’s premiasea alone io deduce laws of demand. Even the 
principle of free competitioD is not clearly enancistod. This principle 
is indeed so complokj and involves so many dlffutent RitbHidiary 
assumptions in different connexions, that it would bo dinieult to 
analyse once for all its foil ooiilent in ibo vaiioun econotnio reattou- 
mgs in which it plays a part. 

A welharranged enumeration of postulates is given by Mr E. 
Johnson In his article on the Metluxi of rotilicai KcoHonqf iu 
Mr i^algrave's JJirtiowiri/ of Political Hoohuhuj. Mr JohuHOU doss 
not profess tliat any complete enumeration of pn^misses is possible. 
Agreeing, however, with the view taken io the text, ho considers ibat 
there are some half dozen premisses which may be regarded as tyi>ical 
and which are almost universally applied. Of these six data, two 
belong to each of the divisions, physical, psychologioal, and social. 
(1) The two physical or natnral laws presupposed are the law of 
Ihuimishing lleturus, which arises from the necessity of having 
recouiHo to inferior agents of production, or to their use under less 
advantageous circumstances; and the law of Increasing Betums, 
which results from the increased possibilities uf indtistrial organisation 
under extension of supply. But these laws represent ifndeotieu 
ascertained by ordinary observation, which work io opposite direc¬ 
tions. Hence more exact knowledge as to tiie magnitude of the 
forces in particular ciroumBtanoee has to be supplied by further 
detailed observation. (2) The two psychological data are geneial 
expressions of the uaturc of Demaud and of Supply, so far as these 
depend on the characters of individuals. The law of demand is to the 
effect that the utility afforded by auy increment of any kind of deaired 
object diminishes with increase of the amount possessed: the law of 
supply is to the effect that every one tries to procure material well¬ 
being with the least possible sacrifloe. These assumptions are common 
to almost all economic reasonings of a deductive type, though they 
are not always explicitly formulated. Here, as in the case of the 
physic^ presuppositions, farther detailed observation U required to 
determine the precise degrci' in which these psychological forces act 
under any dreomstanoes. Xo particular, the law of supply requires 
to be made more definite by an estimate of the infiuenoes of habit, 
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larly helpful to >voi-k iij> gradually from simple no more 
and more complex hyjxjthcses. The conditions assumed 
at the outset may fiiil to represent even approximately 
the actual facts. But the problem having first been 
tj’eatcd in the simplo-st conceivable form, it may be 
possible to grapple with it under somewhat less simple 
conditions. And so we may go on, until at last the 
assumptions do fmrly correspond with the facts. As 
romnrkcHl by Bagehot, “the maxim of science is simply 
that of common sense—siinide cases first; begin with 
seeing how the main force acts when there is as little 
as possible to impede it, and when you thoroughly 
comprehend that, add to it in succession the separate 
effects of each of the encumbering and interfering 
agencies.”* 

Mill’s working out of the theory of international 
values affords a familiar example of the above method 
of procedure. Ho begins by supposing that inter¬ 
national dealings are e^arriiKl on between two countries 

iuei'tia, iRnorfttice, or oustotn, wbioh materially affect its application. 
(3) The two sociological data relate to the conditions ol freedom and 
restraint under which the economic activitica of a community take 
place. Speaking generally, it is assumed on the one hand that 
individual action is controlled by certain legalised institutions with 
regard to property, and, on the other hand, that individuals are free 
to act according to their own will within oertain limits. A similar 
remark at^lies here, m before, namely, that the precise d^eo of 
freedom or of restraint, operative under any elroumstanoes, has to be 
determined by speaifio observation.” 

’ Economic Studiec, p. 74. 
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only, and in two coinmodilitni only, which commixliticH 
ar\.‘ directly exchanged the one for tlio other, without 
the intervcnti<»n of money in any form. The countries 
arc supposed contiguous, so that cost of carriage may 
be left out r)f account; neither country has any inter¬ 
national liabilities except in |Miyment for imports; and 
complete fi’ce trade exists, neither oxisirt nor import 
duties being imposed on either *Rid(‘. The problem 
having in this simplified form bi'on solved, the various 
limitations arc one by one I'emovcd until an hypothesis 
is at last reached that includes all the essential con¬ 
ditions of actual tnule between different communities. 
Similai'ly, in socking to determine the circumstances 
that regulate the range of general prices, the most 
serviceable methoil is to begin with a very simple 
artificial hypothesis, and thence imwh gi-adually to the 
complex realities of modern trade*. 

* Compare Vrofeasor Nicllolson’e treatment of this problem in his 
book on Motley and Monetary Ptobleme. Ho bogins as follows,— 
^^Now, under the piesent ctmditions of industry and exchange, the 
causes which lead to general movements of prices are exceedingly 
complex and various, and in order to understand them it is neces* 
eary to begin with the aimplest ow, and then gradually to iniioduco 
the less obvious, Plough equally effective, causes of movement. 1 
would then heg the reader to got rid, as far as possible, of all the 
notions he may havo fonned of the causes of Uie actual movements 
in prices in recent years in the complex mdufitrlal world of to-day, 
and, in or^er to isolate and examine the most important cause of all, 
to take up an attitude of observation in what, tot fault of a hotter 
term, may be called a ^hypothetical market/ The phrase is sug- 
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Another interesting and useful variety of the 
deductive method is where a number of alternative 
conditions are taken, which between them cover all 
cases that are practically possible, and an enquiry is 
instituted ns to what will happen uoi^er each in turn. 
In this way the limits within which the truth will lie 
may be determined; and in so far ha it is possible in 
any concrete instance to discover tlie relation of the 
actual to the hy|x>thctical conditions, Hie deductive 
solution may bo turned to practical account. Unless 
th<j different alternatives an- formal contradictories, 
a preliminary investigation of facts will of course be 

gefitm of unreality, but no more bo than the BQppoaitiouB or hypo* 
tbeBee oo&etantly made in phyuob And nisthomaticB, of bodieB per¬ 
fectly rigid, smooth, or vithoni weight, or of lines without breadth, 
or of points without parts or magnitude. I^et tlie following, then, he 
assnmed as the laws and oonditioiis of onr market: (1) No exchanges 
are to be made unless money (which, to be quite unreal and simple, 
we may sappose to consist of oounters of a certain size made of ike 
bones of the dodo] actually passes from hand to hand at oveiy transac¬ 
tion. If, for example, one merchant has two pipes bnt no tobacoo, 
and another two ohnoes of tobacco bat no pipe, we cannot allow an 
exchange of a pipe for an oonoe of tobacoo unloss money is used. 
Credit and barter are alike unknown. (3) The money is to be 
regsjrdad as of no use srkatever except to effect exchanges, sji that 
it will not be withheld for hoarding | in other words, it will be actually 
in choolaticMi. (d) Let it be assumed that there are ten traders, 
each with one oommodi^ and no money, and one trader with all the 
money (100 pieces) and no commodities. Further, let this mooted 
man :^aoe an eqoal eeUmation on all the commod^as" <p. 5d), All 
tUs sonnds artificiat asengb; but it is only the stariing-p^ot. Before 
the diseufflon is finished, the reader finds hdmself deallng^ with actual 
oonerete ptMan^ fif io«day. 
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necessary in order to determine what alternatives 
should bo chosen. 

Let the problem be to determine the ultimate 
consequences of a strike of workmen, its immediate 
success being assumed. Knquiry may be made as to 
what will happen under three diflerent suppositions: 
first, in so far as the rise in wages leads to an increost' 
of efficiency on the part of the workmen, and is tlieroforo 
not at the expense of other members of the ci>ramunity, 
secondly, in so far as it raises prices, and in therefore 
at the expense of consumers, thirdly, in so far as it 
lowers profits, and is therefore at the expense either 
of earnings of management or of interest. In the first 
of those cases, then* is, ceteris jMxrthvs, no reason why 
the success of the strike should not be jK^rmauent. 
In the second case, it is necessary to ctiiisidor the 
possibility of a reaction in so far as higher prices lead 
ultimately to the use of substitutes or stimulate 
foreign competition*. Besides this, there is a further 
subdivision of alternatives according as, before the 
strike, wages in the given trade were^or were not below 
the general level of wages (of course taking into account 
the net advantages of different occupations). If they 
were, then, except for the reasons suggested above, 
there need be no reaction, and the strike may merely 

I And in these eiroametanoee the efleots on wases in alliod trades 
have also kt be ooneiderod. 
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have oxj>odiled a rise that would inevitably have 
oo^uired sooner or later. If, however, wages were 
alreaily at the normal level, then after tho lise there 
is likely to be a reaction in c4inRC<|uence of an influx 
of labour fi-om other trades, the extent to which this 
hapjicna and its rapidity depimding on the effectiveness 
of competition. Under the third original hypothesis, 
there is again a subdivision of altcraativos iu:coniing as 
before tho strike profits were or were not abnormally 
high in tho trade in (juestion. If they were, the rise 
in wages is likely to bo maintained, although if com¬ 
petition is effective it may have to be shared with 
other trades. If profits were not abnormally high, 

4 

then capital and business power inny move to other 
trades; and ultimately the question arises how far 
either earnings of management or interest generally 
will bear reduction without reacting seriously on the 
demand for labour. 

The above is of course not intended .as an actual 
solution of the given problem, but only as an illustration 
in bare outline of the manner in which it may be dealt 
with by the deductive method. We see how* by the 
aid of tho deductive method an analysis can be given 
which will enable us to understand our whereabouts, 


so that if we wish to investigate any actual case we 
may know what are the special fivets for which it is 


most important to look. 
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There are otHer •modifications of the deductive 
method in which use is made of mathematical symtols 
and (liagi’nms. The nature of the aid that can thus ho 
afForcic(i is (liscussed in the following chapter. 



CHAPTER VIII. 

ON SYMBOLICAL AND DIAORAMMATIC METHODS 

IN POLITICAL ECONOMY. 

§ 1. Mathenuitical diameter of political eoommy.— 
Political economy is doclared by Jevous to bo essentially 
mathematical in character; and if the term nuitlieniutical 
is used in a broad sense so as to include all omjuiries 
that deal with quantitative relations, the propriety 
of thus describing the science admits of easy demon* 
stration. For political economy is not concerned simply 
with questions as to whether events will or will not 
happen. It deals wilb phenomena whose quantitative 
aspect is of fundamental imjMrtanco, and one of it^ 
main objects is to determine the laws regulating the 
rise and fall of these phenomena. Its principal theorems 
relate accordingly to the manner in which variations of 
ono quantity depend on variations of another quimtity. 

The quantitative, and therefore in a broad sense 
mathematical, character of economic reivsonings might 
be illustrated by opening almost at mndom any eco* 
pemic woidc that fairly covets the ground of the science. 



CHAP. VTIT.] MATHEMATIOAI- CONCEPTION.S. 2.l3 

Thus Mill in his tmetmont of sujjply and demand as 
rcgulatofH of value introduces c«.>ncej)tion« that are 
strictly mathematical. He insists, for exani))lu, that 
the idea of a ratio between supply and demand i# out 
of place, what is reitlly involved being aij equation. 
Other instsmees are afforded by his general treatment 
of tho vahie of money, anil his theory of international 
values. In the latter case he employs undisguised 
mathematical formulae’. If further illustrations are 
wanted, it may be pointed out that all discussions 
concerning a measure of value, involving as they do 
the conception of a unit, are intrinsically mathematical 
in character. Methods of measuring changes in tho 
purchasing power of money must also of necessity be 
based upon mathematical ounaiderations. 

The fact that political economy is essentially con¬ 
cerned with quantitative relations, and therefore 
involves mathematical notions, needs to be insisted 
upon, because to some economists the very idea of a 
mathematical treatment of economic problems is not 
only repugnant, but seems even absurd; and further 
because the important of seeking to make our 
economic conceptions quantitatively precise has not 
always received due recognition. Something more 
than the above, however, is needed in order to establish 
the position that economic knowledge can be advanced 

^ PriaeipUt oj PMical Jiconomp, Book tn, Cbsptor 18, B 7- 
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by the cxjjlicit use of gcometnc/J diagnwnH or matlie- 
luatical formulae. Simple quunlituttvo relations can 
after all be clearly exj)i-c'»s<*d in the forms of ordinary 
speech; and the need of careful quantitative analysis 
may accordingly bo iidmittcd, whilst there remains 
an unwillingness to have rocouiao to mathematical 
symbolism. We jme thus still left with a question 
of method demanding discussion; and the object of 
the present chapter is briefly to enquire what is the 
nature of the lidvantago, if any, to be derived from 
the use of mathematical formulae and diagrams in 
economic reasonings’. 

§ 2. Tits entployment of aritlunetical examples .— 

Up to comparatively recent yearn, the mathematics 

introduced into ordinary economic treatises has for the 

most part ttikcn the form of arithmetical examples; 

* 

and a word or two may be said at this point in regard 

^ It m&y here be pointed out that mathomatioa] methodn in 
eeonomicB fall into two subdiviaioDR, the algebraic and the diagram¬ 
matic. The apt^ioation of the former requires knowledge of various 
technical processes, and as employed by Cournot and Jevona involves 
the infinitoflimal calculus. The diagrammatic or graphic method, on 
the otbe^ hand, requires no more than an elementary knowledge of 
the drat principles of geoznetiy. The two methods are frequently 
combined. It is to be observed that diagrams lend themselves 
naturally to the registering of etetistics, while to eipress etatistice 
aquaticnally is not possible until their laws have been determined. 
The employment of diagrammatic methods by the theorist is ao* 
eordittgly more likely than that of algebimlc methods to be indirectly 
of asaistuoc to the etaUstician. * 
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to the })art CApvblc of •being played by such oxamples 
in ptilitii’al economy. By taking pjrtienlar nun>erical 
premisses and working out results, we may illiiHtmte 
conclusions that have been obtained by ”jin*au8 of 
ordinary reovsoning prow.sses: and hypothetical illus¬ 
trations of this kind are cerhvinly not without value. 
By their heli) students arc likely to be tnaterially 
fissisted towards undorsbuiding the operation of such 
laws iw that of supply and demand. Numorienl 
examples have, inoi^over, a probative force in cculain 
vfiSQH where it is not desired to do more than disprove 
a univei’sal proposition, or—what eomes to the same 
thing—establish a particular one; as, for instance, if 
wo merely wish to shew that it vwy be profitable for 
a country to imp)rt comuiodities that it could itself 
have produced with a less exjrenditUR' of off<irt than 
is required in the country fixun which it obtains 
thorn. 

The citation of examples is not, however, a method 
whereby general conclnsion-s can bo obtained; and the 
use of arithmetical illustrations may involve the danger 
of our forgetting that after all they arc nothing more 
than illustrations. It is difHcult or even im'possible to 
guarantee the typical or representative chjuRcter of the 
particular numerical data that have been selected, or 
be certain that if they were varied the same general 
conclusion would always result. The consequence may 
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}x> a feilure to discriminato that which i* 

esSontial and that which is merely accidental*. 

§ <S. Exaxst nuvterical premistses not essential to the . 
einjiloyment of maihenuxtical methods. —If the use of' 
mathematical symbola and diagrams is rightly to be 
called a meihod, it must do more than yield mertdy 
isolated examides, and must be &ee froin imperfections 
such as those just pointed out. The economist must by 
the aid of his symbols and diagrams be enabled to deduce 
conclusions having general validity under conditions 
that can be precisely determined. It is, hpwever, 
necessary here to guard against a iniRapprehension 
that has led some economists to reject mathematical 
methods far too summarily. Professor Caimes, for 
instance, seems to imply that tho employment of such 
methods is necessarily barren unless we can obtain 
premisses capable of being stated with numerical 
Rccairacy*. He is here indeed only following in the 
footsteps o? Mill, who remarks that mathematical 
principles are " manifestly inajtplicable, wlieio the 


causes cm which any class of phenomena depend are 
so imperfectly accessible to our observation, that we 


I 


1 A Qotevortfa; iDstenoe Vq whleh the omploymeDt of a numerical 
leade to error of the above-mentioned kind U to be found in 
MllTi F^lMeal £ecmomy, Book iv, Chapter | 4. Thii in pointed 


out hy ProftfSor and Hre UatshiU} in their Kcanofnic$ qf Induntry^ 
p. 89| * 


Lofkel Hitkod, 1S76. p. vii. 
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cannot ascertain, by nf)roper induction, their numerical 
laws.’’* Professor Cliffo Leslie argues simiLirly agjiinat 
the application of mathematics to political ('conoiny on 
the ground that economic premisses are not capable uf 
exact quantitative determination* Ajid Dr Ingram 
says bluntly.—“ The great objection to the use of 
mathematics in economic reasoning is that it is neces¬ 
sarily sterile. If wc examine the attempts which 
have been made to employ it, we shall find that the 
fundamental conci'ptions on which the deductions are 
made to rest are vague, indeed metaphysicul, in their 
character. Quantitative conclusions imply ({uautitativc* 
premisses, and these are wanting. There is then no 
future for this kind of study, and it is only waste of 
intellectual power to pursue it.”* 

The impossibility of obtaining exact numcriwU 
premisses in political economy is fully recognised by 
Cournot and other mathematical economists. But at 
the same time they shew clearly that such premisses 
are not always essential to the employment of mathe- 
^matical methods. Cournot, for instance, remarks that 
while the law of demand for any commodity might 
conceivably be expressed by an empirical formula or 
curve, wc cannot as a matter of fact hope to obtain 

^ Logic^ Book izx, Chapter 24, f 9. 

* Buayi in Politifel and Moral Philonophy^ 1B68, pp. 69, 70. 

^ Hutoryof Political Ectmomy pp* 181, 2. 

' K. 17 
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obHorvations sufficiently numcnpfts or exact for this 
|)urpo8f. But he adds that it by no means follows 
that the unknown law of demand cannot by means 
of symbols bo usefully introdiiced into analytic com¬ 
binations. For one of the most imjK>rtant functions 
of mathematical analysis is to discover determinate 
relations between quantitic.s whose numericjil values are 
una-ssipiable. Functions, while remaining numerically 
unknown, may possess known properties; and on the 
assumption*that ct'rtain general relations between 
quantities hold good, it may be possible mathematically 
to deduce further relations that could otherwise hardly 
have been determined’? 

^ Principe* M(tfhfmaHqu€$ la Throne dft ]liehei$e$, % 21 . 
AraIq, in ]n» ptofac^, Coomot remarks that Rome eooDomiRtn seom to 
have a fa]Re uotion of tlie nature of the applications of toathematical 
analyRis to political cconotity. 8'est figtir6 qna Pemploi des 

6t des formolts ne ponvait avoir d*autro hut qua celui da 
condmre h des calouU DomdriqneR; et comma on seutait bien qne le 
sujet rdpugoo i catfe datoTmiiiation nntn^riqua des valeurs d'apris 
la Reule th6orie, on an a coneln qne l^apparoil den formules itait, 
fiinon RQRceptible d’induire on or rear, au moina oiseux at p^dant^que. 
Mais les personoes verR^es dans TanalyKO math^matiqae Bavent 
qa’elle n'a Raolement poor ob]at de calcaler das u ombres \ qa’alla 
eai aussi 4 tronyar dee relstions entre des grandeur a qua I’oc 

na pCui dvaluer nQm<^riquomant» entre das fonotiems dout la loi n^ast 
pas BUBoaptible da A^azprimar par des sjmbolas algdbriqaes” (pp. 
vi(l). Tha possibility of mathematical reaaouisg without namerioal 
data is diseased and illustrated in considarable detail by Professor 
Edgeworth is his MathimaiicaJ Piyehfa^ pp, and SB—98. It 

i)» neaessary/* he saysi realise that matbamatioal reasoning ie not, 
fti cotbrnonly aoppoiiA^ limited to aubjeots where nomarical data are 
attiUpafAa Wh«(e (bare are data which though not numrical are 
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Cournot himself c^niplifies the pnwess which h(' 
thus desOTibes! He starts with simple formulae to 
express relations between demand and price, cost of 
production and price, and the like, and assuming that 
those relations will conform to certain specified con¬ 
ditions, deduces by mathematical manipulation some 
of the consequences resulting therefrom. He deduces, 
for example, with th^ greatest clearness and precision 
the general laws determining what price will yield to a 
monopolist a maximum profit;^and he thon*procced8 to 
deal with the difficult problem of the incidence, under 
different suppositions, of taxes on monopolies. Other 
problems arc treated in a similar manner with more or 
less success; and at no point in the reasoning is it 
essential that uuiuerieal values should be assigned to 
the symbols. 

What is true of algebraical formulae is true of 
diagranw also. Representing, for example, by a curve 
the manner in which the demand for a commodity varies 
with its price, general laws to which this curve will 
conform may be determined, and results deduced. But 


^fuantitativf —for example, that a ^vantity is greater or hee than 
another, hteremee or deereaeee^ is poeUtve or a warlmuH^ or 

matliematioal raaeonioj; ie pomble atid may be 
iodiBpenaable. To take a t^Tial matanoet a ie greater than b, and 
h it greater than o, therefore, a le greater than Here ie ma&e* 
matioal reaeoning appiieable to qoutttiH wbioh maj not be ene* 
oepUbl# of nmneneal evaloation.” 


ir—2 
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this does not necessitaU* that* curves of demand for 
different commodities 8h4mld be capable of being drawn 
with numerical accuracy. 

§ 4. Advantoges rMuUing from the vse of ai/mholivoi 
and diagraminatic metfioda in poHHcal economy .—The 
employment of symbolical and graphic methods in¬ 
dependently of specific numerical data is of course 
confined mainly, if not wholly, to the pure or abstract 
theory. Those, therefore, who deny the utility of 
alistract political economy in any fonn, and maintain 
that the only fruitful method of economic enquiry is 
inductive and empirical, will naturally reject mathe¬ 
matics as an instrument. This general question has, 
however, been sufficiently discussed already; and, there¬ 
fore, in briefly enquiring what kind of advantages may 
result from the employment of mathematical methods, 
it will be taken for granted that the economist ought 
sometimes to have recourse to abstract and deductive 
reasoning. The advantages are partly direct, and partly 
indirect; and a brief reference may in the firat place be 
made to the latter. 

When mathematical processes are employed in the 
solutidk of a pcoblcm, attention can hardly fall to b^ 
called to the conditions assumed as the basis of the 
at^oment, and due importance is likely to be attached 
to the exact enunciation of these conditions; a more 
thoroughgoing quantitative analysis of fundamental 
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conceptions is also nescssary; it becomes less easy to 
slnr over steps in the reasoning; and difficultios ore 
brought to light that might otherwise have remained 
hidden. Hence there arises a higher standard of precision 
in abstract economic reasonings, even in cases whore 
non-mathematical methods are still employed. As 
a further consequence, a check is put upon the tendency 
to overlook the limitations to which purely abstnict 
and deductive methods of reasoning are subject. 
Professor Foxwell has well remarked that " there is nf» 

I 

greater safeguard against the misapplication tjf theory 
than the precise expression of it"; and he rightly 
indicates that precise expression is necessitated when 
use is made of mathematical analysis'. It is now 
gtmorally recognised that the iutroiiuction of mathe¬ 
matical metlKKls and habits of thought into economics 
has exerted a wide-reaching and important educational 
influence in stimulating pnKjision both of thought and of 
expression, and hence eliminating enors due to slovenly 
and inaccurate reasoning^. 

^ Quarterly Jouiyial of Eeonomici^ Oolober, 1887i p* 90. 

3 Mr L. L. ?rioe points aui'm an effective passage that the 
mathematical and historical methods have, in spite of their 
%ppareDt antagmaiBm, oo-oporated with one another in' helping 
to make economic theoi 7 more accarate and more oompreliensive. 

emphasising its limiting conditions, the historical treatment 
has checked the misapplication of theorj; and the matheinatical 
treatment, proceeding from a different starting-point b; a different 
road, has reached the same goal, i^d tended to induce greater 
precision of statement'’ {Bcouomle Sciaice and Eraotiea^p- S09). 
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Amongst the characteristic^ ciircct advantages of 
mathomatica! analysis and diagrammatic representation 
is the fact that the significance of continu%i>y in the 
variations of pltenomena is brought into prominence. 
This remark applies pre-eminently to the diagrammatic 
treatment of the law of supply and demand. Such 
a treatment affords, for example, the simplest means 
of <iealing with the ingenious criticisms to which 
•Mr Thornton has subjected this law. He adduces oases 
which at first sight look like exceptions overturning 
the law altogether; but the method of diagrams at 
once shews them to be extiemo or limiting cases d\i6 
to a break in the continuity either of demand or of 
supply. They are thus accounted for, and their true 
signification easily apprehondedK 

Another characteristic advantage of mathematical 
methods is increased power of treating variables {e.g., 
demand, cost of production) in their true character, 
and not as constants. Professor Edgeworth observes 
that *‘to treat variablee as cvrutants is the characteristic 
vice of the unmathematical economist.”^ So to treat 

i 

them may indeed be necessary for purposes of simplifi¬ 
cation, if we are limited to the cumpuatively clumsy 
instrument afforded by ordinary language and ordinary 

^ Csmpue Tboraton, On Labour, Book n, Chspter 1; and Pro- 
leBMi Fleemiag Joakta's ewa; on “ ttte Uraphie Bopresantation of the 
Zavi of Si^kplvaad Damand, fad their Appbeatioa to Laboar." 

* MatheAbtieal Ptfclnct, p. Iil7, ttoU. 
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propositional fornis. It is, however, clear that undor 
such conditions the solution obtained cannot bo re¬ 
garded as more than a i^t approximation. Many of 
Ricardo’s and Mills reasonings are in this way rendered 
incomplete; for example, in discussing the incidence 
of tithes, and.the effects of agricultui’al improveinonts, 
they assume that demand is unaffected by a rise or fall 
in price. A more striking and important instance is 
to bo found in the treatment of cost of iinidueti^m as 
a constant, and the consequent faibu-e to recognise the 

Iiart played by demand in the determination of normal, 

> 

as well us market, value. It is true that in the earlier 
editions of his JicononUcs of Itidustry Professor Mai-shall 
expounded the correct theory without any explicit 
reference to symbols or (liagta|^. But it is no secret 
that his important contributions to the theory of value 
are mainly to be attributed to insight gained through 
working at economics mathematically on the lines first 
indicated by Cournot. It may be added that the full 
force and signification of Professor Marshall's tiioories 
are best apprehended by the aid of diagrams, even 
where their use is not absolutely necessary; and tliat 
in certain of the more complex developments of the 
theories, some assistance of a symbolical kind remains 
essential. 

A point closely connected with the one just con¬ 
sidered is the assistance whibh ma^ematipal methods 
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nfford towarda imderstanding l^e relation of miUual 
dependence which subsist between different 

phenomena, e.g., supply, demand, and price. This 
conception is of central importance in economics. 
For, as Professor Marshall has observed, “just as the 
motion of every body in the solar 83 rstem affects and 
IS affected by the motion of every other, so it is with 
the elomonts of the problem of political economy.” 
The conception is, however, one that is found to be 
specially difficult of i-ealisation by those who ore with¬ 
out mathematical training. Arguments involving this 
conception are, moreover, apt to be lengthy, as well 
as difficult to follow, if exj>re8sed wholly in ordijiary 
language'. 

It may, indeed, b^added as amongst the sj)ecial 
advantages of mathematical methods that they lead 
not only to accuracy and precision, but also to concise¬ 
ness and the avoidimee of circumlocution. In sumi* 
cases it is possible by means of a single diagram to 
make intelligible at a glance what would otherwise 
require a mc^e or less elaborate explanation. This re¬ 
mark applies to the ambiguity of the phrase increoBe of 
dtnuand, pointed out by Professor Sidgwick^. The real 
import of the distinction between a mere extension 

' Compare Frofeneot Edgeworth’a British Aasociatioa Address oa 
the Applioadoa of Matbematios to Politioal Boonomy, Statittwal 
Jmcrml, Deoettber, 1689|^ p. 541. 

* Principlft of PoUHcal Ecoiump, 1901, p. 186. 
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of demand due to a fajl in price, and an intensification 
of demand at a given price, can be made more clear by 
the aid of a diagram than by a long verbal explanation. 
The effects of an intensification of demand can also be 
more quickly and easily realised by diagrammatic aid 
than in any other way*. 

Much of the above is well oxpressejl by Cournot 
in his remark that “even when the employment of 
mathematical signs is nut absolutely necessary, it can 
facilitate the exposition, make it inurt‘ concinc, put it 
on the way towards more extended developments, and 
prevent digressions of vague argumentation.”* 

It cw however, hardly be affirmed that there are 
economic truth.s of fundamental importance which are 
incapable of being expounded ex^pt in a mathematical 
form. Jevons’s theory of utility and its appliciitions 
arc in many i^espects the most striking outcome of 


* Other illuBtratioDi are giveo b; Professor Edgeworth in his 
British ABSooIation Address. the cane of inter national trade,'' 

he remarks, *^the variooB efieots of a tax or other impediment, 
which most atudents find it bo difficult to trace in Uilt's la¬ 
borious ehapters, are visible almost at a glance by the aid of the 
mathematical instrument. It takes Professor Bidgwick a good many 
words to flODvey by way of a partioular instance that it is possible for 
a nation by a judioiDusly regulated tariff to benefit itself at the 
expense of the foreigner. The truth in its ^nerality is more clearly 
oonteraplatod by the aid of diaK^ams such as those employed by the 
eminent mgthematioal economists Sfessrs Aospitx and Lieben" 
(8Uiti$Hcal Journal, December, 16B9, p. 840). 

’ Prinoipei MaiMmaUqueif p. viii 
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mathematical economics; and is diflicult to do 

justice to this theory unassisted by mathematical 

methods. Nevertheless, without the explicit use of 

diagrams or algebraical formulae, what is essentially 

% 

the same theory has been independently worked out 
by Mengor and the Austrian school^. 

^ Hanger's dtt Volk9wiHhtc}ta/u\ehre was published 

in 1871, the same year as that in which Jevons’s Th^iny 0 / Political 
Economy appeared. It may be said that the work of Meuger and his 
followers is mathematical in tone, though not id language. Professor 
Walraa of Lausanne, another independent woikcr in the sameteld, 
is like Jevons an aident champion of mathematical methods. So is 
Mr Wicknieed, who in his Alphabet of £crniomte Science retains the 
mathematical form, and expounds Juvons's doctrines with admirable 
clearness. Professor Marshall is a mathematical economist of a 
different type iuasiuuoh as—unlike Jevons and Walras, aod also 
unlike Ooumot, with whom he has in many respects moreafBnity'*—he 
subordinates his mathematics. He employs diagrams for the illustra* 
tion and farther development of his theoxies, but shews that ius main 
doctrines are capable of being expressed without matbematioal aids. 
He here prooeecU on the principle that even in eases where mathe- 
uiatkal symbolism is specially approjuiiile, and even wheie truths have 
actually bean reached wholly or partially through the inetrumeutality 
of analysis, still some effort may rightly be made to 

a?^ the use of mathematics in writing fur the genei'al oconomic 
public. The reason for this, like most other points eonnected with 
the subject under discossion, is very happily expressed by Professor 
Edgewortii. ^^MathemaUce,” be says, **ie as it were the universal 
language of (h^ physical scieoees. It is fot physicists wh$t Latin 
osed to be for scholars { but it is unfortunately Greek to many 
ecoxicmistd. Henoo the ^ter who wishes to be widely read—who 
does not say, with the French author, Timprime pour fnoi —will do 
well not to multiply matbematioal techaioalitieB beyond the iadis* 
panaabie miaimum, which we have eeen reason to suppose is not very 
large. The parsimoDy of symbols, which is often an elegance in tpe 
'physiflte^ U a neoeoutP for the gsonomist^'* 
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On the whole, We arrive at the oonchisions, 
first, that political economy involves conceptions of 
a mathematical nature requiring to be analysed in 
a mathematical spirit; and secondly, that there are 
certain departments of the science in which valuable 
aid may be derived from the actual employment of 
symbolical or diagrammatic methods. Mathematics 
may not up to the present time have proved an 
absolutely indispensable instrument of •.‘conomic in- 
vertigation and exposition; but it would be difficult 
to 'exaggerate the gain that has resultwl from the 
application of mathematical ideas to the central 
prctblems of economic theory. 



CHAPTER IX. 

ON POLITTOAL ECONOMY AND ECONOMtC HiaTOHY. 

§ 1. Fvvctions of econo^iic Imtory iv theoretical 
investigutione .—Tho nature tht* distinction between 
economic history and i.'conmnic theory, though sonu*- 
times a 2 )parenUy overlooked, needs no deUiiled discuH- 
sion, The former describes the economic phenr>mena 
existing at any given jiejpod in the jmst, aiul traci's 
the actual progress of such phenomena over successive 
periods; tho latter seeks to determine the uniformities of 
coexistence and se( 2 uence to which economic phenomena 
arc sulgect. The propositions of economic history are 
accordingly statements of particular concrete fects; 
economic theory, on the other hand, is concerned with 
the establishment of general laws. 

Neither of the two can take the place of the other. 
For, on the one hand, mere historical research cannot by 
itself suffice for the solution of theoretical problems; and, 
on the other hand, the actual evolution of economic 
hAbite and conditions cannot be constructed d prton. 
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At the same time, ^jconomic history and economic 
theory in diifercnt ways assist and control one another; 
and their mutual relations become specially important 
as the history approaches the period with which the 
theory is more particularly concerned. 

Reference may first of all be made to the desirability 
of a general hi.storical study of the gradual devulopuient 
of those phenomena which are made the subject of 
theoretical enquiry. This applies to any treatment of 
economics that is not of the most abstract character. 
Thus, independently of any assistance that may be 
derived from actual historical generalizations, wo shall 
gain a clearer insight into the general principles now 
regulating the distribution of wealth in England, if wo 
can follow the process of development through which 
o\ir system of distribution has passed. The really 
characteristic and significant features of the existing 
system will in this way be more distinctly perceived, 
and their economic consequences more exactly traced. 

As an instance of a more special character, it 
may be observed that certain of the problems to 
which trade-unionism gives rise are more likely to 
be effectively dealt with, if attention is paid to tho 
circumstances in which trade-unions originated. An¬ 
other simple instance is to be found in the theory of 
the London Money Market, and the influence exerted 
therein by the Bank of England. The present position 
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jvnd functions of tho Bank in tho^Money Markot cannot 
be properly understood, as Mr Bagehot shews in Lombard 
Street, unless account is taken of its origin and history. 
It may bo added that in the treatment of the general 
theory of modem banking, it is helpful to study the 
(tifferont ways in which modem banks had their bo* 
ginning, and the various purposes Vhich it was their 
original object to fulfil. 

In a similar way, most theoretical enquiries, unless 
they arc of a particularly abstract and general character, 
may with advantage commence with a brief historical 
introduction, tracing the mode of development of the 
phenomena under discussion. 

The kind of aid, however, which the theorist thus 
gains from studying the evolution of economic phe¬ 
nomena, though very real, is indirect and perhaps 
somewhat indefinite. The more specific functions of 
economic history in connexion with the theoretical 
problems of political economy may be roughly classified 
as follows; first, to illustrate and test conclusions not 
themselves resting on historical evidence; secondly, to 
teach the limits of the actual applicability of economic 
doctrines; thirdly, to afford a basis for the direct 
attainment of economic truths of a theoretical character. 
It is to the last named function that reference is more 
particularly made whei^ the application of the historical 
eHiUhod to political economy is spoken of. 
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§ 2 . iEconomiG theories illustrated by history ,— 
Even when the general Hne of argument iwioptod 
by the econoroiat is of a deductive chjiraeter, it is 
desimble that concrete historical illustrations should if 
possible be fotind. The kind of qualifications requisite 
in applying theoretical conclusions to problems of real 
life will thus be mode prominent; and the student will 
at the same time be reminded that hyptjthesis and 
a.bsti'action are employed but as moans to an end, the' 
ultimate aim of the science being tho explanation 
and interpretation of the phenomena of the actual 
in<l\istrial world. Historical digressions may also assist 
the student in grasping the true import of a piece 
of reasoning that is in itself severely abstract. For 
example, the effect exerted on the' general level of 
prices in a country by the quantity of money in 
circulation may be illustrated from the debasement of 
the currency under Henry VIII. and Edward VI. and 
the groat discoveries of the precious metals in America 
during the Tudor period, from the history of the 
assignors of the French Revolution, from the period of 
tho Bank Restriction in England, and from the gold 
discoveries in Australia and California in the nineteenth 
century^ . 


^ Compare Nidiolaga, Money and Monetary Problenu, pp. 66 il. 
Caitnw eheva ia hie Leading Prineiflee of Pohtieal ffooRomp, 
pp. B77 fl., how the oeourrenceis followiog gold disooveries in 
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It is to the economic histcyy of the laSt hundred 
years that wo most naturally turn for illustrations of 
current economic theories. Earlier economic history is, 
however, for some purposes available. Thus records of 
prices in the Middle Ages afford opportunities for 
illustrating the economist’s general theory of values. 
For example, the movements in the price of grain 
resulting from the* dearth of the years 1315, 1316, 
illustrate very forcibly the effect exerted on price by 
changes in supply. ITie price of wheat rose to more 
than three times what it was in ordinary years; and the 
fact that the rise was proportionately greater than any 
that has been experienced in recent times veriiioB the 
theoretical conclusion that the more limited the range - 
from which supplies arc drawn, the greater will be the 
influence exerted on the market by variations in the 
seasons. A comparison between medieval and modem 
prices illustrates, further, the influence of extended 
markets, and increased facilities of communication, in 
diminishing fluctuations and unifying prices throughout 
the country in ordinary years. 

An objection may perhaps be raised to drawing 
illustrations of modem economic theories from prices 
in the Middle Ages, on the ground that the influence 
of custom, and the operation of legal restrictions, 

Australia alao Mirra to Ulastrata in a sRjkiag irajr tb^ abn^raot theory 
<rf foreign trade. 
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must necessarily havo obscured or even nullified the 
effects of supply and tlemancL It is true that very 
great caution is requisite in applying to earlier tiiaoa 
theories that presupjKwo thor<mghgoiug competition; 
but even in the medieval industrial world com])etitioii 
was always at work in some form oi- other. Bach ease 
requires aj)oeial investigation, and it is at any into clear 
that law an<l eustom did not exert an absolute and 
decisive influence on the price of giivin at the period 
above referred to’. In so far as they wen* In some 
degree opomtive, the figurtw become in <ino n-spect 
still more striking, since they 8h«‘w how ehai]g<*8 iu 
supply ate capable of overriding both custom ami legid 
* enactments. 

♦ 

As regards wages, one of thi' most obvious of 
early historical illustrations is afforded by the revolution 
in the history of labour in this country caused by the 
ravages of tho Black Death in 1348, 3301, and 13G9. 
Notwithstanding the differences of opinion as to the 
probable population of England at the beginning of 
the fourteenth century, it is generally agreed that not 
much less than half the people must have been swt^pt 
off by the plague. An opportunity is thus afforded of 
studying on a large scale the effect on wages of a 
sudden diminution in the supply of labour, and also 

' Goaxpare SIhtory of A(fnruUure nud Prit^n in 

vol. i« aud voL p. 437. 


18 
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the conditioiiH under which a,_ rise in wages, once 
obtaiiK'd, is likely to bo itcrmanent. At first the whole 
industrial machine was thrown out of gear; wages were 
doubled and, in some cases, even trebled. Even when 
things had somewhat settled down, nominal wages* 
appear to have risen on the average about fifty per 
cent. The whole of this risi' was not maintained ; but 
still wages during the next hundred years remained 
from tw('nty-five to forty jkt cent, higher than they 
wore before the plague. 

All this is in accordance with the general economic 
theory of wages. EsjH'cially it should be noticed that 
theory h'ads to the eonclusion that if a general rise in 
wages is t.o bo rendennl permanent, it must bt' able to 
exert an influence ujjon the lalx)urer’8 standard of com¬ 
fort before an increase in the population has had time 
to bring about a roantion. This conclusion is borne 
out by the permanent improvement in the position 
of the labouring classes that was effected in the case 
Ix'fore us. It is true that after the plague had spent 

* Th« plague w&r socompaaied by b dearth, and ihie, together 
with the general dislocation of indnstry and the check given to the 
proper cultivation of the land, resnlted in a considerable rise in tl>e 
price of corn. Moreover a general alight rise in pi’icea waa in opera¬ 
tion, in eonseqnence of euecesBive depreoiatione of the eoinage in 1S46 
aud IS&l. The rise in real wages was, therefore, not quite so great as 
the rise in nocninal wages would aeem to indicate; but no very great 
deduction need be node on this score, «nce the general increase in 
the money valne of oouimoditiea was alight as compared with the 
inoreaee is wages. 
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its fore**, ]K>|)nlati(m ificreased rapidly—a fart whirh 
may be rmtt'd as illustrating the Malthusian dwtrine 
of jMipulation—but the iliminuticm in thi* supply of 
labour was so great that the filling in of the gJips could 
not take place fast cno\igh to prevent the nse in wages 
from permanently establishing itself. 

Continual efforts were made by the legislature to 
restore wages to their old level; but though the 
statutes passed with this object may have boon 
partially surcessfiil in certain localities, they wore 
in the main inoj)eralivo*. This failure of legislative 
enactments to (tverride the onlinary action of supply 
and demand is very significant. It has been suggested 
that where economic cimditions ai’e changing vary 

^ PiofesRor Kogers suggebtH thftt evou in tbo^ oski^w where the 
Statute of LabourtTR was nomuially operative, it was in reftlity 
evaded. The Statute of r>abourers may indeed have produood some 
elleot on farm laboui. 1 beem to detect its opeiation trom a fact 
which I have frequently noticed in the accounts after* the JMack 
Death. Entries of payments on certain rates are cancelled, and lower 
sums are substituted fur them. Of course in the tables which 1 have 
constructed I have not taken the iigoies which have been cancelled, 
but those which are substituted. But 1 oaonot help thinking that 
these changes point to evasions of the statute, and that perhaps the 
labourer was compensated to the full ezU^nt of the previous entry, 
but in some covert way, or by some means which would not come 
within the penalties of the atatnte. Thus there might be larger 
allowances at harvest^time, or the permiHsion to make fuller use of 
common rights, or, as I have seen in the case of a shepherd, a licence 
to turn his sheep into his lord's pasture, or some analogous equivalent 
to a necessary but illegak money paymeut'* {Jlhtory oj AyriaultuTf 
anti Prices in ib'nphind, voh i. p. 800). 


18—2 
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slowly, wages and prices may a|jpear to be regulated 
by laws or cnstonis entirely irrespective of comp<*tilion, 
whereas in fact the laws or ctistoms are being them¬ 
selves gradually modified from generation to generation, 
80 that at any given time the rates which they sanction 
arc not materially diflerent from the normal rates that 
the free operation of supply and demand woiild itself 
have bi'ought about*. If there is any tnith in this 
theory, it will explain how it was that although law 
and custom sometimes exerted considerable influence 
in medieval industrial economy, tfrey failed t<» do m 
in the pai-ticular period sticceeding the ravages of the 
Black Death. Here was a crisis in which economic 
conditions changed not gradually, but suddenly; 
customary and legal rates of wages were unable to 
adapt themselves quietly and by degrees, but became 
strikingly divergent from competition wages; and they 
had to give way accordingly. 

Whilst attention is called to the value of historical 
illustrations such as the above, attention may also be 
called to the weakness of historical records as com¬ 
pared with contemporary observations. It is almost 
impossible to be equally sure of the accuracy and 
adequacy of the available data; and it is very easy 
to misixUnirpret them, particularly if they are of a 
statistical character. Many unrecorded and unsus- 
> Compare MarebaU, Prerent Pontum 0 / Economic*, pp. 48 to 60. 
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poctod inHuences ma^ also have been in operation, 
and undue importance may consequently be attached 
to those of which a record remains. This danger bo- 
comcH the greater, if we set out with the object of 
illustrating a foregone conclusion. 

There is a further difficulty sometimes involved in 
the use of historical illustrations. In order that they 
may not be cumbrous, there is danger of their becoming 
either inadequate as illustrations, or else imicciirate 
from the historical standpoint. Separated from their 
context, they are apt to lose a good deal of their fbrcxj, 
while thoru is at the siitne time a certain liability 
to exaggeration. A theory may be aatisfiictorily testixl 
and confirmed by an historical record tsiken in its 
entirety, and yet it may bo difficult to iwiut id any 
SQpiiiate jK)rtion of the record as Constituting by itscli' 
sin sulcquate illustrsition or exemplification. Illustra¬ 
tions avowedly fictitious are preferable to historical 
illustrations that require Uy bi* doctored in order to 
siTve their purpose; and on the whole, while it is 
desirable to have najourse to historical illustrations 
wherever suitable ones present themselves, it is 
chimerical to expect that such illustrations can wholly 
supersede and replace illustrations of a hypotbotical 
character. 

§ 3. Economic theories criticized by history ,—It has 
been said that the true function of economic history in 
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relation to theoretical investigations is criticism, and 
this is undoubtedly tmc of its most important functions. 
For history does not merely illustrate and confirm; it 
also brings mistakes to light, and shows where doctrines 
have been laid down without duo qualification or limita¬ 
tion. The history of wages, for example, shows the 
error of the assumption that the standard of comfort of 
the laboui'iug classes automatically determines the rate 
of wages, whilst it is itst-lf unaffected by chungos in 
that rate. 

In particular, <‘COMomie history t<‘ucheM the lin)its 
of the actual applicability of economic doctiinos. It 
calls attention to the shifting charaettT of economic 
conditions, and shows how, as those condithnis vary, 
some at lojist of the principles by which economic 
phenomena are ix'gulated vary Th»‘ relativity of 

economic doctrines is discussed in some dotriil in a note 
at the conclusion of the present chapter; and hence no 
m()r(‘ than a jmssing reference to tht* subject need be 
made at this stsige. It will suffice to njmark that the. 
almost universsxl recognition of such rtdativity by n*ccnt 
economists, so far at any rate jus concrete economic 
doctrines arc concerned, may bo regarded as one of the 
most striking and legitimate triumphs of the historical 
school. The question how far there remain economic 
principles for which universality may still be claimed 
will be considered later on. 
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§ 4. Economic theories estohlished by history .—The 
question next arises how far historical material may be 
of service for the discovery of economic uniformities, 
and not merely for the confirmation or criticism of 
theories arrived at in some other way. There are, 
without doubt, many problems which rwpiiri! Jbr their 
solution a combination of deductive reasoning and 
historical investigation so to speak on e(]ual terms; 
and there are other cases in which our main reliance 
has to be placed ujjon hlstoriad generali»itions. 

The effects of machinery on wages, th(' occnm*nee 
of credit cycles, the extent of the evils riiaulbing from 
bjui currency reguUtions, the cflt'cts <»f gold discoveries 
(!r (»f a scarcity of gold on trjwle and industry, the work¬ 
ing of a system of progressive Uixation, the cconoitiie 
consequences of different systems of j»oor reli< f, and 
of State interference <)f various kinds, may be given as 
instances whore the economist is more or loss directly 
dependent upon historical material. It is true that 
deduction from elementary principles of human nature 
also finds some place in the argument. De<iuction at 
some stage or other of the reasoning is, indeed, in moat 
cases essential to its cogency; for the fallibility of purely 
empirical laws must constantly be borne in mind. Still 
instances of the above kind serve at once to invalidate 
the view that economic history never provides premisses 
for the economist or forms the basis of his doctrines. 
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For purposes of illustration tho problem of the 
efFocts of machinoiy on wages may bo considered in 
rather fuller detail. This problem really involves two 
questions, as is pointed out by Professor Nicholson in 
his essay on the Effects of Machinery on Wages ; first, 
the imniodiate or closely proximate effects of the 
extended \i8e of machinery—the characteristics, that 
is to say, of the state of transition; and secondly, tho 
general characteristics—ns affecting wage-recoivoi's— 
of a system of industry in which much machinery is 
used, compared with one in which little machinery is 
used. 

In dealing with the first of these questiims wo may 
to a considerable extent employ deductive re{ia«ining 
based on the general theory of distribution. Wc havi' 
to ctmsider the iiicrt'ascd efficiency of pn^Jnetiun duo 
to tho use of machinery, yielding a larger dividend for 
distribution; the grt'atcr aid which capital i<ji able to 
afford to laliour, tending to raise the capitalist’s share 
at the expense of the wage-receiver’s’; the impetus 


^ Thia a more method of treatment than to ar^e 

from the inorea^ of fixed at the expeoae of ciroalaticg capital. Con« 
BideriDff that the amount of capital at tbo disposal of an ezaptoTor is 
not a definite aum, but ma^ within certain hmitb he increaHcd by the 
aid of credit« with^^ut diminishing the resaorces of other employers, it 
does not follow that an extended employment of maehinezy will oecea- 
sarily diminish oircnlating oapitaL Assaming that the substitution 
of raaoliine (or hand labour loweni prices, demand will be stimuJatad; 
and it U possible that this maj be the case^o such an extent that in 
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givon to the accumubijj|pii of capital; the change in 
th6 kind of labour retjuired, skilled labour of a given 
kind being superseded by unskilled labour or by skilled 
labour of another kind. These arc the main fivetors to 
be taken into account, and we can argue from thorn 
deductively to the kind of effects that will be pro¬ 
duced. • Of course the actual effects will vaiy with 
varying conditions; but still arguing for the most 
part deductively, we can determine what are the most 
influential of these conditions: e.g., the ctmtinuity or 
want of ct)ntinuity in the changes, and the time over 
which a given alteration is spread’; also, the lulapt- 
ability t)l' thi‘ labourers, depending mainly on their 
general intelligence and tc'chnical education. 

the produotion of the ^iven commodity aU the labour that wab 
formerly employed may atill bo tiupIoy<Kl iu addition to ibu maelmiery 
--the employers by moaiis of credit disoountioff the futuio, ho that 
although they have to purchase the machinery they can stdl advanoo 
AH omeh m wages as before. Thi^ is the more likely to hold good if the 
machinery is iufroduced gradually, eo as to allow demaud to inoreaso 
pari patgH, Bo tar as A different kind of laboui is required, the old 
skilled workmen suffer because tlioir particular skill is superseded, 
and not because there is less circulating capital with which to main¬ 
tain them. It is always tnie» however, that, ceteru paribUH, the 
exteuded use of maohiuery iacreaaes the relative importance of 
capital in the work of production. 

> Profeaeor Nicholson, in the essay to which reference has been 
made above, forcuulatos the following Latp of Continuity. radical 
change made in the methods of invention will be gvadnally and con- 
iiuQouely adopted; and theee radical changes, these diBo^intinuous 
leaps, tend to give place to advances by small increvirnti of invert^ 
tion.'* A proposition of this kind can of coarse be established only 
by direct historical evidence. 
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In all the above we may^ the manner indicated 
in the two jjrecoding sections, appeal to the experience 
of the last hundred years to illustrate, confirm, or 
correct our conclusions; still, so far, the use of history 
is mainly supplementary. Wo need more definitely to 
look to the past, when we turn to the second of the 
questions involved in the given problem, and seek to 
determiuo how wjigc»rcceiver8 jiro affected by the 
general characteristics of an ago of machinery as 
compared with one of hand labour, In order to solve 
this problem, it is necessary, nut only to consider the 
effects of cheajx'ned pniduction, but also to ask such 
questions as the following,—how far, and under what 
conditions, tht* use of lujichinery loads to the increased 
eniploymunt of women and childien, to the concentra¬ 
tion of industry in large towns, to a widening of the 
gulf between employers aud employed, and to longer 
h<*nr8 of labour; how far it increases the monotony of 
work and dispenses with technical skill or the reverse*; 
how far it increases or diminishes the s 2 )Ocia 1 i»ition of 
skill; how far it increases or diminishes fluctuations 
in wages. Only to a limited extent do these questions 
admit of abstract treatment. At any rate so far as 
deductive reasoning is employed, it does but follow 
the suggestions of history, and starts from premisses 

* Kxpesienoe McmK to aliew that ou the whole the uae of luachiDcry 
iBBWMWi rather than dimlnishw the demand for skilled labour. 
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that are established historically. It is clear that the 
problem as a whole cannot bo adequately dealt with 
except on an historical basis. 

At the same time, and in consequence of the 
method employed, great care is necessary if we are 
to avoid attributing in too high a degree to the use 
of machinery effects that are partly or wholly due 
t<i some other cause. Thciu is need also to guard 
against the danger df unduly extending the range of 
our generalizations, in consequence of oveiiooking the 
way in which the problem is affected by the special 
eonditiouw of jMirticular trades. Inductions that may 
seem to be justifie<l by th<‘facts should us far as possible 
be d<‘duetively checkc>d; and it should in jxirtieular he 
remembered that the ehsirsictcristies of machine-using 
epochs may vary at diflV'ient stages, and that the use 
of very much machinery may luit bt' related to that 
of much, as the use of much is U) that of little, f)r 
the use of little to that of none. 

In more genera! problems relating to economic 
growth and progress the juirt playcnl by abstnvet rciison- 
ing is reduced to a tninimura, and the economist’s 
dependence upon historical generalizations is at a 
injiximum. Theories of economic growth and progress 
may, indeed, be said to constitute the philosophy of 
economic history. For only by the direct comparison 
of successive stages of society can we reasonably 
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hope to discover the laws, in aecordancc with which 
economic states tend to succeed one another or to 
become changed in character^. 

There arc in fact few departments of political or 
social science in which the d prion method avails less 
than in the study of economic development. J. S. Mill 
in his Political Economy iv., discusses the influence 
of the progress of society on production and distribu¬ 
tion; and his method is to begin by assuming certain 
iactors unchanged, and then to deduce the consequenctis 
of changes in others. Some additional light is thi-own 
the general laws of rent, profit, and wages, \iiider 
the hypothesis of eflfective comjMititiim; but the dis¬ 
cussion yields very little in the way of a trui* theory 
of economic progress. It has boon already pointi'd out 
that in studying the inode of development of economic 
conditions, the c'conomist is more than onliuaiily de- 
jiondent upon general sociological knowledge; and it 
may almost be regarded os a corollary that ho is 
also more than ordinarily dependent upon historical 
investigation. The realistic and historical conceptions 
of political economy go hand in hand, and the spheres 

} Tlie liistoricfrl comparison may* however, ia dome cases be UEie> 
fully Bupplemented by a contomporarj study of oriental and aavc^ 
oouBtri^i the manner exemplified by the itiveitigationi of Sir Henry 
Maine. The study» for example, of village life in India and Oeylon 
glrae maight into the oatore and development ot the agrioultural 
eommunitiee of earllar timet in Europe. 
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within which they ar(| specially appropriate may for 
the most part bo identifitKi. 

§ 6. Functions of economic theory in historical 
investigations.—Twmixif' to the oth(‘r aspect of the 
relation between economic history and economic 
theory, we may pass on to enquire how far theoretical 
knowledge is of service in historical investigations. 
The first point to notice is that a knowh'dgo of 
theory, i.e., of previously established gencml pi*o- 
pf>8itions i-eluting to economic phenomena, tt'aches the 
historian what kinds of facts are likely t<t have an im- 
{K)rtant economic bearing. Even when we arc engaged 
in th(‘ mere collection and registration of events, it is 
often advantageous, as Jevons has pointed out in the 
case of the physical observer, that oyr attention should 
be guided by theoretical anticipations. Industrial 
phenomena are exceedingly complex, and unless wo 
know what special facts to look for, it is quite possible 
that some of the most vital circumstances may fail 
to attract our notice. Knowledge of cause and effect 
in the economic world is, accordingly, of assistance for 
discriminating between the fects to be specially noted 
and those that may without risk of error be disregarded. 

But while theoretical anticipations may serve a 
very useful purpose, they may also be a serious source 
of danger. It has often been pointed out how the 
mei'e narration of events is influenced by the narrator’s 
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theoretical views. He is apt to arrange and co¬ 
ordinate his facts—emphasizing some and slurring over 
others—that they cannot but suggest the conclusions 
he himself is inclined to draw from them. The history, 
for example, with which List commences his National 
System of Political Economy, though in many respects 
both sound and intcTosting, is more or less open to 
this criticism; that is to say, it is history read in the 
light of a particular theory, which theory is afterwards 
to a considerable extent basod on the history. 

If then a writer’s theoretical views are likely to 
exert an influence upon his narration of facts, it is 
clearly of material importjince that his preliminary 
study of theory should bo careful and exact. It is also 
of importance that tho theoretical position taken by 
the historian should not be disguised. As remarked by 
Professor Marshall, " the most reckless and treacherous 
of all theorists is ho who professes to let facts and 
figures speak for themselves, who keeps in the back¬ 
ground the part he has played, perhaps unconsciously, 
in selecting and grouping them, and in suggesting tho 
argument post hoc ergo propter Aoc."* 

If the historian is properly to fulfil bis function, he 
must avowedly attempt to establish relations between 
phenomena, and trace causes and effects. But it is an 
error to suppose that this is possible without the appli- 

‘ Pretent PotiHon of EcoTumdet, 116. 
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cation of general propwitionB previously established. 
Caiises in hisbiry are not, as has been affirmed, “given 
to us in each case by direct evidence/’ if by this is 
meant that each set of events can lx* studied separately, 
and causal connexions assigned without the assistance 
either of deductive reasoning or comparison v^^ith other 
instances. All that is really given to us in each cfiso 
by direct evidence is a complex seijnence of events, 
in which the true btuids of cAusnl connexion may be 
disguised in a thousand different ways, so that, far from 
being patcjnt to every observer, they can be detected 
only by the trained student thorotighly ('quipped witli 
scientific knowledge. It follows that some familiarity 
with economic theoiy is needed for the interpretation 
of industrial phenomena, such as it falls within the 
province of the historian to give. 

The above remarks apply with special foice to 
the economic history of the last hundred years, both 
because the interactions between economic phenomena 
become more and more complicated as we approach 
recent times, and tho interpretations of economic 
science are therefore the more indispensable; and also 
because modern (jconomic analysis has a more direct 
and immediate bearing on this period than on earlier 
periods. Still the application of what has just been 
said need not be limited to recent economic history, 
although it is true that as regards earlier times no 
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elaborate apparatus of theory ^ required. It may be 

added that the economic historian will be bt'nefitcd 

by having received a scientific training in economic 

reasoning, even where there is little scope for the 

application of particular economic dogmas. Just as it 

is a function of history criticiae theory, so it may 

# 

be regarded as a function of theory to criticize history. 
Theory often cannot tell definitely what actual results 
will follow from any given change; but it can deter¬ 
mine the kind of effects that oro probable or ih)f.sible, 
and it can often particularise the conditions under 
which each will occur. It can, therefore, usefully 
criticize and tost any given account of what actually 
tthik place. It is often competent to declare that 
a given effect cannot have been due to the assigned 
cause, or at least that this cannot have been the cose 
under the stated conditions. 

There has been some disputt* as to whether the 
study of economic history should precede th^t of 
economic theory, or vice versa; it may also be argued, 
as a third alternative, that since their dependence upon 
one another is mutual, the study of the one and the 
other should be carried on more or less pari passu. 
It is difficult to lay down a general rule applicable 
to all crrcumstancas. But, on the whole, so far as 
oleincntary study is concerned, it seems best that some 
troatateat of general economic scienoo in its simplest 
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and broadest outlines should come iirst. For tinless the 
history is limited to an eMly period—say to that pre¬ 
ceding the seventeenth century—the history essential 
to the illustration and duo limitation of the general 
principles of economic reasoning can more easily and, 
more safely be supplied incidentally, than can the 
theory essential to the right understanding of the 

§ 6. Economic history and the history of scommic 
titeories.—-Distinct from the history of economic facts, 
but closely related thereto, is the history of ideas and 
theories concerning the facts. In the industrial sphere, 
as in oth^r departments of human action, iiicts and ideas 
act and react upon one'another, so that there results a 
complex bond of connexion between the historical 
succession of phenomena and the liistorical succession 
of theories. Economic theories may accordingly be 
considered, not merely in relation to their absolute 
truth or falsity, but also in relation to the economic 
facts that helped to produce them, and those that they 
themselves helped to produce. 

* The theories of industry and commerce current at 
any period often throw light on the actual industrial 
facts of that period. From the study of the theories 
new points of view from which to regard the facts may 
be obtained, and fresh clues may be suggested leading 
to a more thorough knowledge of the actual course of 
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evontfl. For this reason alone the economic historian 
would be led to examine the drift of economic opinion 
over the period of his investigations'. 

Another reason why the historian of economic fact^ 
concerns himself wdth the history of economic theories 
is to bo found in the du'ect influence which the opinions 
curhmt at any period exert on subsequent evemta 
The course of econoniic development is controlled and 
modified not only by actual legislation, but also by social 
institutions and ciinvnt habits of thought; and it is 
clear that all arc under the influenoo of tlieorio^ 
and ideas, in early times, imloed, it is principally by 
their influence on actual phenomena that it becomes 
posHiblc to trace th(‘ progress of idivis; and up to a 
certain stage, the hist<>ry of thought on economic 

’ AmonK the Cact8 with which we are concerned,” nays Dr Cun¬ 
ningham in hi^ Oroipth of Rvglhh luduMtrg and Commfrre during the 
Early and ^^iddU Agest **non^ aie of greater impoitanoe tlum those 
whidi show that certain ideoR were prevalent at a cerlain time, or 
were beginning to spread at a particular date. It h only an we tuidor- 
stand the way iji which men viewed the dealiTig an^ enteipnae of 
their own and can thns enter int<i thur hchemee of advanoonient 
or their aims at progress, that the whole ^tory may come to poRsesB 
a living interest for ue” fp. 17). Dr ('unningham adds that from the 
preambleB uf statutes and other documoitR and the cconomlo litera* 
tore of each centory, ”we can generally leem what men thought and 
what they wished, so that we can better apprehend the meaning of 
what they did (p. 21). It ought no doubt to be borne in mind that 
the preambles of statu teR taken by them selves may sometimee be 
misleading. Their primary object being to provide justification for 
the statutes that follow, they cannot in ail oases be regarded as 
cobiassed eapresslone of opinion. 
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qiipstions ia almoat necessarily UK*rged in the history 
of the fiicta themaelT^s. As we appimch modem 
tinieH, the thooriow begin to find more articulate and 
definite oxpi'ession in literature, and wo are able more 
and more clearly to distinguish bi'tweon economic 
histtJiy and the history of political economy^ But 
it remains none tho les^ time that the development 
of ecouomu! institutions and the uonrse of economic 
h'gislation are always the outcome of the progress r)f 
thought eoiiceming th<* phenomena of wealth. Even 
individual theorists may exert a striking inflnenee. on 
subsequent oeonomic legislation. Adam Smith pre*- 
partsl the way for the. tnumphs of Umser faire which 
culminated in the n'jieal of tho Oc»rn Laws; and the 
reform of the English F<H)r Law in 'l85'14 wjis largely 
(hie to the direct and indirect infiiience exerted hy tlie 
writings of Malthus. 

The reciprocal influence exerted by facts upon 
theories constitutes a further fundamental reason why 
the hist.ory of economic doctrines cannot be divorced 
from that of actual economic phenomena. The theories 
of any period are almost always basoil at least partly 

^ BlAnqui fails to make the dietlnotiou sufficiently clear when he 
dcRoribes the history of politioal economy as summary of the ex¬ 
pel i men ta which have been made smoagst civilised nations to improve 
the lot of mankind.*’ Politioai economy, even If regarded as funda- 
meutally an art, is not properly to be identified with economic 
legislation. 

19—2^^ 
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upon assumptions that have a special application to 
the victual circumstances of thal? period. With every 
change in economic conditions fresh problems arise for 
solution, and the solutions offered cannot but be to 
some extent affected by the contemporary current of 
events. No writer can altogether free himself from 
the characteristic influences of his age and country; 
nor is it desirable that he should do so. It follows that 
the theories of the past ^nnot be properly understood, 
or their validity fairly estimated, unless they arc* taken 
in connexion with the actual phenomena that were at 
the time attracting attention, and helping to mould 
and colour men’s views. 


As a simple example of the intc-raction of facts and 
ideas, the contempt expressed by Xenophon and other 
ancient writers towards the manual arts, with the 


one exception of agriculture, may be connected with 
the circumstance that in ancient communities manual 
labour was to a veiy great extent performed by Slaves. 
At the same time, this contempt would naturally tend 
to perpetuate the state of things which up to a certain 
point accounted for it. 

Another example is to be found in the strong moral 
feeling that existed in the Middle Ages against the 
taking of interest. Under modem economic conditions 
individuals, as distinguished from nations, borrow 
mainly in order that they may make a profit But in 
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the eleventh and tw^fth centurios the field lor the 
investment of capital was limited, and for the most 
part recourse was hdd to the money lender only in 
cireumstancoB of misfortune or special need. Hence 
\he taking of interest naturally presented itself in a 
different aspect from that in which we are now wont 
to regard it. It should, however, be nddorl that while 
the theory of the immorality of interest was relatively 
justified, many of the arguments adduced in support 
of the theory were as fallacious in reference to the 
economic conditions of the Middle Ages or any other 
period, jih they would be in reference to existing 
economic conditions. The tictual prohibitions of the 
Cljurch against usurious practices were also in some 
CiVSGs apjmrently pnshoil beyond the |)oinl which the 
circumstances of the time are likely to have rendered 
expedient; as, for instance, when wholesale merchants 
were forbidden to make a difference between oJish 
jrricos and credit prices in thoir dealings with retail 
traders; for it seems clear that in this case crc^lit 
would usually be taken with the object of making 
a trade profit. As a matter of fact, however, the pro¬ 
hibitions wore constmtly evaded by means of ingeniouB 
legal fictions ; and it is probable that they were seldom 
really operative except in cases where.they had some 
practical utility. 

The Mercantile System and the doctrines the 

. f 
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Physiocrats have been clearly «1 m wii by roci'nt historians 
to have boon the natural products of the timoa and 
circumstances in which they respectively arose. The 
need of reading particular economic works in the light 
of contemporary’ phenomena has also been copiously 
illustrated by i-efenmce to our three great English 
economists, Adam Smith, Malthus, and Kicanlo. A 
word or two may be said here in regard U) the last of 
the three only, whose doctrines, sometimes spoken of as 
pure abstractions, hiul in reality a s^ieciul relation to the 
facts that came under his observation. 

As observed in a previous chapU-r, the main con- 
ilition esse.ntlal to the ct)rre<’t understanding of Rieard() 
is the precise determination of the jisauniptions upon 
which his reasoning pn)ceeds. What these tissumptions 
art!, however, the reader is usually left to his own in¬ 
genuity tc) discover. Ricardo himself never explicitly 
fnnnulated them—probably l>ecauso they seemed to 
him in no sense arbitrary abstraetions, but jwitent facts 
to which it was unnecessary specially to call attention. 
The reason of this is to be found in his personal 
circumstances, and in the general cctmomic conditions 
of his time. His fundamental assumption is the 
operation of thoroughgoing uncontrolled competition; 
and this may, in the first place, be connected with his 
position in the City, and on the Stock Exchange,—a 
market that may be ^kon as a type of the theoretically 
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])orfect market, where competitiou is unceasing, and 
supply »uid demand all powerful. Ricardo’s personal 
surroundings are, however, c<iin|>amlively unimjX)rtant 
from our present point of view. What is really of 
importance is that he wrote at a nioiiient when in 
the industrial world itself, st> far as internal tnvde was 
concerned, the principle of conpetition was very active 
and self-assertive. Ohl statutes tliat sought to n'gulatc 
industry were giving way l»eforc it. No Factory Acts 
had yet been passed. Trade combinations of workmen 
were still illegal. The industrial nwolution of which 
Adam Smith hardly saw the coniumncemeiit was in 
progress; and in the general movement caused by it, 
the subtle hindrance's to compotitlon which were still 
in operation woro the mon* easily overlooked. 

Ricardo has frequently IxKsn repreBCUted ns laying 
down the “iron law” that wages amnot permanently 
rise above what is sufficient to provide the bare neces- 
sai'ies of life. He explicitly recognises, however, that 

4 

the “ natural price of labour,” even when estimated 


in food and necessaries, is not absolutely fixed and 
constant. “ It varies,” he says, “ at different times in 


the eanic country, and very luahjrially differs in different 


countries. It essentially dujiends on the habits and 


customs of the people.”’ At the same time, in the 
c<)ur8e of his reasonings, e.g., in his treatment of taxes 


^ FriHciplet 0 / Political Ecoiton*^ and Taxation (MoCulloob’f 
edftioD), p. 62. 
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ou raw produce, ho constantly assumes that the working 
classes havo so low a standard of comfort, that an 
alteration in the price of neccssarios must very quickly 
react upon the nominal rate of wages. This assumption 
may be taken in connexion with the deterioration in 
the state of the working classes at the beginning of the 
present century,—a deterioration due mainly to the 
industrial revohition and the demoralizing conditions 
under which poor relief was administered, supplemented 
by the Napoleonic wars and an extraordinary series of 
bod harvests. 

A minor assumption involved in many of Ricardo’s 
reasonings is that all the agnculturai produce consumed 
ifii a country is grown in the country itself. This 
again was a natural a8Bum])tion to make at a time* 
when, except in years of scarcity, the importation of 
wheat was virtually prohibited. Even had free trade 
seemed within the range of practical politics. Ricardo 
could not have anticipated that the development of 
the whoat-producing capacities of North America and 
India, combined with the discovery of cheap and rapid 
means of transit, would over bring about a condition 
of affairs in which England would import nearly twice 
the quantity of wheat and flour that she produced for 
herself. Such a state of things, even if its possibility 
were contemplated, would se&m so remote from facta 
as to make its economic consequences not worth die* 
ouweg. 



NOTES TO CHAPTER IX. 

A. On the Limith of the Validity of Economic 

Doctrines. 

< 

§ 1. Tfu relativity <(f concrete economic doctrines.—By 
some of the older econoiDists, for example, Senior^ political 
economy wae regarded as a system of doctrines poHsessing 
universal validity. The science was declared to belong 
to no one nation and Co no one country ; wages, protits, and 
other economic phenomena were held to be governed by 
immutable laws comparable to the law of gravitation. 
De Quinoey's eulogy of Ricardo may servo as an illus^ 
tration. Previous writers,” he says, ** had been crushed 
and overlaid by the enormous weights of facts, details, 
and exceptions; Mr Ricardo bad deduced, A priori, from 
the understanding itself, laws which first shot arrowy 
light into the dai^ chaos of materials, and had thus con¬ 
structed what hitherto was but a collection of tentative 
discussions into a science of regular proportions, now first 
standing u{)on an eternal basis/'^ 

This claim to offer something unconditional and true 
in the same way for all times, lands, and nationalities, 

^ Con/fssiom 0 / an ICtti^lUh Optum-hlaier (edition of 1S66), p. 2S6. 
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ia termed by Knics the ahsolulistn of theory^. Ho con¬ 
siders that it is countenanced as a tacit assumption by 
Home writei'B who would not perhaps defend it on principle; 
and in opposition to it, be and other economists of the 
historical school affirm the relativity of eoonomic doctrines. 
On the ground that the econottiic phenonena of each age 
and each comniunity are subject to Hpecial ]aws» an absolute 
system possesning universal validity is regarded as noces* 
sarily an iinpoHsibility; every j>eople and every epoch are 
considered to have a political economy of their own more 
or less peculiar to themselves The idea of the relativity 
of economic doctrines folIowK indeed immediately from the 
conception of economic life as exhibiting continuous organic 
growth, and this conception is itself the natural outcome of 
historicsl study ^ 

^ Wliilu BOiuetimeb using the phrase co$m<}i)o}itoninm of tlir<iry in 
much the hame sense as absolutism, Koies points out that it is not 
strictly speaking sunicieiitlj broad in its siguilicatLon. This phrase 
indicates the disregard of tho Kpeuial conditions given by tcrritoiiol 
diiferences and differences^ of nationality, but it fails to indicate the 
disregard of distinctions brought about by diffoiences of time— 
whether hi the case of one anil the same people or of all peoples. To 
express this Ki^iond element in absolutism of theory, tho term per- 
petanlifttn is suggested. Die ptfUiuchr Ofhfnotnir rom 
iSUindpuvktey IH8.H, |>. 24. 

^ Bichard Jones and Friedrich List' are to be regarded as im> 
portatit forerunners of the hibtorical tuovemeut rather than as 
tlimselveB typical representatives of tho movement itself. Wbatia 
moMt charaoteristie, however, iu their teaching is the iiisistaneo upon 
relativity in two particular spheres. Jones specially insisted on the 
limited applicability of the Bieardian theory of rent as regards both 
place aud time. A theory based ou the assumption'^ of individual 
ownership and freedom of competition could not, he pointed cut, 
apply to oriental states of society in which joint ownership is the 
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Tt is to be added that tlie utBn»ation of the relativity 
of economic doctriuoa is not conHneil to the hidtorical 
Kchoob Mr Bap;ehot, who was an ecouc^roist of an esnen- 
tially conservative typo, expressly limits the science to 
a single kind of society, “a society of. growu-up com¬ 
petitive commerce/’ such as existed in England in the 
nineteenth century. His object is, however, just the re¬ 
verse of that of the historical school. The aim of the 
historical school is to concentrate attention on economic 
history and on the study of economic development as 
oi)posed to the study of ocononuc rolationH in a given 
society. Bagehot., on the other hand, seeks to concentrate 
attention on current economic phenomemi, and to avoid the 
distraction that muet result from turning aside to the super- 
iicially corresponding but yet essentially different phenomena 
of t^arlier epochs. 

In the discussion of the questioii here raised, the dib- 
tinction lie tween al)strHct and concrete economics rises into 

rule and rcutn aro re^nlated hy rustom. nor eveo to tliodo instanucs 
neaier Iiomc in which land is held on a ouatomary tenure, ch in the 
metayer system. RimJlarly, as regards liiDltation io time, he shewed 
that the iUcanlian law could not hold good in a eondilion of affairs 
such M existed in ine<licval economy, a here land was to a great 
extent lield in oouiiuoa. and Ihe relations lietween the owners and the 
tillm of the noil were not controlled by free competition. List based 
his defence of protective duties on the recognition of relativity in 
anothin nplieru. lie hold that all civilised communities of the 
temperate zone pass through Baoceasive economic stage r, and that for 
any givoD commuoiiy at a given time the soluticm of the problem of 
protoctioii v€nuii free trade depends upon the stage of development 
that has been reached. The principle of relativity in tbu sphere of 
economics was expressed iu a more general form by Uoscbir, and still 
more doffnitely by Knies, as indicated above (see also note B to this 
chapter, pages 317^ 819). 
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importance. The former may at any rate be regarded as an 
instrumefu of universal application. It discusses principles 
tliat are universal in the sense of pervading all econouiic 
reasoning. To this point we sliall return presently. Con¬ 
fining our attei}tion in the meantime to concrete economic 
doctrines, it may bo said that their relativity follows im* 
mediately from the realistic conception of this portion of 
the science adopted in au earlier chapter. Tt is as true of 
economic conditions, as of social conditions in general, that 
they are ever subject to modification. They vary with the 
legal form of society, and with national character and in¬ 
stitutions. 

Even where the forces in operation are the same, the 
relative strength that should be assigned to each may 
vary indefinitely. Law, custom, competition, combination, 
are agents in determining the distribution and exchange of 
wealth, no one of which is probably at any time altogether 
inoperative'. But the extent of their influence, and the 

^ Juflt as in modem industrial societies, whore oempetition is the 
(loDiiziant force, some viduoe are ueyerttieless repfulaled by law or 
custom parliamentary Vail way fazes, lawyers' fees), ao in more 
primitive societies, whcie cu'^tum is the moat powerful influence, oozn- 
petitive are not aJtoi^cther nuknown. Sir Henry Mhius in 

his ViUnf^f Couimunitie^, Lecture vi, gives severai iustancos of ooni* 
petitive prices existing side by side with custouiary prices. There are 
oases, for example, where members of the same gioup never tbink 
of trading together upon oommercial piineiples, bat where dealings 
between members of different gruupa m entirely unshackled by 
customary mlo. There are also eased where natives of India will 
pay willingly a competition price for one article, when they would 
think it unjust to asked more than a customaxy price for another. 
A man wbo will pay the price of the day for com ccUeoted kem all 
part! of India, or for cotton-cloth fr^ England, will complain if^ he 
ie naked an unaocustozned price for a shoe.** 
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manner in which it is exerted, are constantly varying; 
and such''variations areaalways of iiuportance as^ affecting 
the relevancy of economic dootiines in relation to actual 
economic phenomena. 

Not much needs to l)e said in illustration of the above 
statements. It has become a commonplace t))at many 
modern economic theories have little or no direct appli¬ 
cation to medieval Europe. The contrasts presented by 
medieval and modern societies, and hy contempurat^' 
Oriental and European societies, considered in their eco¬ 
nomic aspects, are bideed such as can hardly be overlooked'. 
As regards the former of these contrasts, Clide Leslie puts 
the case very forcibly in brief compawi,—“The structure and 
phenomena of medieval society in Germany, as elsewhere, 
were far from suggesting an economic theory based on in¬ 
dividual interest and exchange. Cumnion property in land, 
common rights over land held in severalty; scanty wealth 
of any kind, and no inconsiderable part of it in mortmain, 
or otherwise intransferable; labour abnost as immovable 
as the soil; production mainly for home consumption, not 
for the market; the division of labour in its infancy, and 
little circulation of money; the family, the commune, the 
corporation, the class, not Individuals, the component 
units of society: such are some of the leading features 
of medieval economy-T* The Hioardian law of rent, in 

^ Less striking eontrasts, but contrasts that ought not to be 
" neglected, are observable when we consider dHCerent modern oom- 
munities of the Kuropeaa type in respect of particular economic 
phenomena, such as die tennre of land, the mobility of labonr, and 
M forth. On this point see also pp. 809, 10. 

* tH Political and Ma^ Pkiloiopky, 1886, p. 64. 
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the ordinary form in which it is stated, may be taken as 
a Hpecial example. oconowst nHJOgnises that thin 

law does not apply nni% ei-sally, although tJie physical fact 
of different returnn to dtfiei'ent doses of capital may 
reunun '• 

It must not, indeed, be supponed that current economic 
theories ai'o wholly inapplicable to earlier periods of history. 
InstsnccH of thoir applicabUity have been given in the 
ceding chapter. Dr Cunningham draws a clear distinction 
in this respect between market prices and rents. ^^Many 
of the phenomena of medieval induKtrial life/’ he reniarkH, 
*^wero governed hy conditions precisely similar to those 
which operate now; competition was quite u.s real, t)n»ugh 
there was more ^friction/ and its tiotion was less obvious. 
Market prices of all kinds, such as the price of woed or of 
herrings, were determined by supply and demand as truly 
us now, and none of the frequent efforts to interpemo 
barrierH could alter the forces at work, tliough they might 
affect the rate of their operation. But with rents it was 
different; free competition and laarket rates did not cem* 
trol agricultural operations as tliey do now, and the theory 
which rightly assumes them for the present day does not 
serve to explain the variations of medieval rents.’* 

The following statement may bo quoted as an example 
of the tendency to over-estimate luther than to under¬ 
estimate the relativity of economic doctrines. ^'The middle 
ages,** says Dr Seligman, were a period of customary, not 
of competitive prices; and the idea qf permitting agreements 
to 1)0 decided hy the individual preferences of vendor or 


^ Compare pp. 818, IB. 
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purchaJ^or was absolutely foreign to the jurisprudence of 
tho times. The ‘higgliijg of the market^ woh an iuipossi- 
bility simply because the laws of the market were not left 
to the free arbitrament of the coiitrai‘tiiig patties. It 
would have seemed preposterous for the pr«>ducer to ask as 
much as he could get, or, on the contrary, to demand loss 
than his neighbour, and thus undersell hinu^*' Professor 
Rogers has, however, shewn that producers wei'c very 
acute during the middle ages, and for the nuiilcr of that, 
buyers, too, in doling out their supplies to tlie market, or in 
making purcljason, according to their intorpretation of the 
amount in Imnd or available for sale. The most critical 
sah's of the year were those effectod in early summer, when 
the amount of the last year's produce was known pn^tty 
correctly, and the prospects of the enhuiug harvest could be 
fairly gaesse<l.’’^ This btings out a point that is of consider¬ 
able importance in the operation of the law of supply and 
demand, namely, the manner in which estimates of future 
supply influence the amounts immediately demanded by 
purchasers and those immediately offered for ssle by 
vendors. Take, again, the following reference to the price 
of iron in the fourteenth century, as a simple instance of 
the effect of demand on price. A very dry summer caused 
much wear and tear of implements, and consequently an 
increased demand and a higher price, so tliat the bailiff^s 
accounts frequently mention the ^ dearness of iron on 
account of drought’ 

^ Sciince Economic DUcu$$ion, p. 6. 

* Sis Cfutunu of Work aud Waga^ p. 144. 

’ Ashley, Eronotuie Uutoryi vob i., p. SB. Professor Ashley in 
a lecture on the Study of Eoonomio History Iffitoric and 
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Again in regard to contemporary economic phenomena 
of a different type from our owfi, although prices may 
appear to be wholly under the influence of custom, com¬ 
petition may still operate in a disguised form—a change in 
ihe quality of the goods sold takiDg the place of a change 
in price. Sir Henry Maine indicates that in the more 
retired villages in the East, where the artificer who plies 
an ancient trade still sells bis wares for the oustomiuy 
prices, he is prepared to cliange their quality under con¬ 
ditions which in the West would lead to a change in price'. 

Still, whilst it is an exaggeration to regard doctrines 
based on iho hypothesis of competition as wholly inap¬ 
plicable to the past or to oriental societies at the ]>re8ent 
time, it is strictly true that such doctrines can never be 
safely applied without special enquiry and the most careful 
investigation of economic conditions. 

And the progress of society dues not merely affect the 
solution of old economic problems , it also gives rise to new 
There are many doctrines relating to oomplex pro¬ 
blems of money, credit, international trade, and the like, 
that can apply only to advanced economic societies, in 
relation to earlier states of society these doctrines are not 
so much false as irrelevant 

Ecomomkt p. It) obB^rres m critimem of the oee here made of &iB 
qnotationi Surely the power of tracing eo obvione a ooimexion 
between phenomena demands nothing more than plain common 
senee.*’ Oranted that thie is ao, however, it aeama in no way to aflwt 
the appropnateniM of the initance in relation to the particular point 
at ieene. The qneetion raised in the text does not inm on the nature 
of the proof of the law'ieoonaoting ebangos in price with changes in 
dem^d, but simply on the range of the application of the law. 

’ ViUa§* OotimtmiiiH, pp« lUO, 1. 
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The Above remarks relate to economic theorems. The 
recognition oi* the reladvitj of economic nmxims is even 
moie imperative; and, as suggested in an earlier chapter) 
unless we caref\illy distinguish the tlieorems from the 
maxims, we shall naturally be led to exaggerate the re* 
lativity of the former. In theorotical investigations hypo- 
thesis and abstrac'tioii are often indispensable; but when 
we apply our theory with the object of laying down rules of 
practici*, it is desirablo to have recourse^ to hypotheniK and 
abstraction but sparingly. It is indeed doubtful whetbor, 
in the exan)iaAtion and criticism of particular economic 
institutions and policies, we can advantageously carry our 
al>8traction even to the stage of neglecting social and politi 
cal considerations of an altogether non-economic chatacter. 
But the bearing of such considerations, even more than of 
purely economic considerations, will vary with the ciroutn* 
stances of different nations and different ages. Hence* a 
given economic policy can in general be recommended only 
for nations having particular social and economic sur¬ 
roundings, and having i*eac})ed a certain stage of economic 
development. It may be possible to formulate as having 
universal validity ci^rtam negative precepts, namely, that 
certain lines of action cannot in any circumstances be 
advisable; but on the whole the principle of relativity 
may bo accepted with little qualification so far as economic 
precepts are concerned. 

Legislation directed against speculative dealings in any 
commodity may be mentioned as a simple instance of the 
relativity of economic politios. The expediency of such 
legislation depends largely on th^ extent to which the 
, economic conditions of place or time render it possible Jor 
it. 30 
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individuals or combinations to succeed hy speculative pur¬ 
chases in gaining an eSeotive control over th6 whole supply 
of the commodity ^ iSpeaking more generally, we may say 
that the less favourable the conditions to the maintenance 
of thoroughly etfective competition, the more ex))edient 
become legal interferences with competition. I'hus the 
justification of tlie Assize of Broad and Ale, and oilier 
similar medieval laws* regulating prices, is to be found in 
the prol>able failure of competition in the case of retail 
exchanges. The aim was merely to ensure—what really 
effective compotition would of itself have brought about —a 
correspondence between retail pricoH and variatioim in the 
price of the raw material. ^ 

g 2. C/ndesirafniity of limUiiig poliHcal cconomt/ to the 
theory of mod«n% commerce, —The recognitiim of the re¬ 
lativity of econoDJic doctrines led Mr Bagehot, not to the 
adoption of the historical method in any form, but to the 
limitation of political economy to ^Hhe theory of commerce, 
as commerce tends more and more to be when capital 
increases and cCmpetition grows.'’ Mill is criticized for 
having widened the old political econonty either too much 
or not enough.” ”If it be/’ says Bagehot, ^^as I hold, a 
theory proved of, and applicable to, particular societies 
G^ly, much of what is contained in Mr Mill’s work should 
not be there; if it is, on the contrary, a theory holding 
good for all societies, so far as they are concerned with 
wealth, much more ought to be there, and much which is 
there should be guarded and limits.”* 

A good many< reasons may be urged against adopting 

^ Compare Aihlay, Economic Hittory, vol. i., p. 187. 

’ Economic StudUc^ pp. 19, SO. 
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a definite limitation ot political economy »uch aa is here 
indicated. It^ is true ^at the* modem economist will 
fonnulate principally a doctrine that applies to the 
economic world in which he finds liimself; he will fre 
(juently select assumptions that bold good only in such a 
world ; and wherever tins is the case, it is essoutial that it 
should bo carefully borne in mind, llut we need mA work 
with one and the same set of assumptions throughout. 
Wo njay investigate the economic pimnomena of more 
bocieties than one; and we shall find that the application 
of uur doctrines has to narrowed or may Ik* M'idonod 
according to civoumstances. While some of our conclusions 
^niay bo true ojily of the more advanced countries of 
the worlds and tliat only in the present stage of their 
dovolopment, others may have a far more extensive ap¬ 
plication, or may at any rate require to be only slightly 
modified in order that this may be the It is probably 

true that the law of supply and demand diieotly applies 
to some classes of exchanges in almost every state of 
society^ and there are many other laws to which a very 
wide range of application may be given, Uresham's 
law—that bad money drives out good money. Moreover, 
the wider the range of our investigations the more complete 
and serviceable is likely to be our knowledge of the present ^ 
Mr Bagehot speaks of the periods preceding the modern 
commercial era as pre-ecoTiomic^; but this conception is 

^ It has been shown in the preoedinic chapter tiiat theoriob 

of prills and wa^es may be very well exempliiiod by statistiob of the 
fourteenth and lifteenth oenturies. Bot the England of that period 
was certainty not an example of a modem induatrial society* 

^ Ec<momir Sludiest p. 66. 


20—2 
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open tu criiicUni. Granted that in anoiont Greece and 
Egypt, in feudal Europe, in the' villai’e oornmunities of 
Itidia and Ceylun which still survive, the phenomena uf 
wealth are found to l)e in many vital respects ditfereni 
from those of modern Europe, and to be partially at least 
governed by different laws; still they remain economic 
phenomena, and -except iu so far as adequate data are 
unattainable—it is not beyond our power to investigate 
them. W« are compelled to recognise eras of varying 
economic types, and the existence of primitive societies 
in which industrial organization is but rudimentary; bfft 
until we find an age or a society in which exchanges— 
even in a disguised form—are unknown, and appropriated 
wealth does not exist, we have not in a strict sense, miched 
the pre-economic. 

Wc are told, for instance, hoVv in tho village com¬ 
munity of Ceylon the craftsman “ exulianges the results of 
his handiwork and specially acquired skill against a share 
of the produce on the threshing-floor of liis neighbours.”* 
Tho exchange takes place witJiout the intervention of any 
medium of exchange, and is regulated by custom, not by 
coHipetition. Nevertheless it is an economic phbiiouienou 
of a kind that the economist ought not to neglect. Sir 
Henry Mmne has poittted out, further, how the importance 
of studying the economic phenomena of the East is in¬ 
creased by the fact that in the midst of striking diversity, 
they nevertheless do resemble in many respects the eco¬ 
nomic phenomena of the West. “If Englishmen settled 
in India,” he remarks, “ had found there kiuds of property 

^ ^ 

' fHr Phear, Tht Aryan Vittage tm India and Cryhn, p. xvl. 
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«uch as might be attribute to Utopia or Atlantis, if thoy 
had come upon actual Community of goods, or an exact 
equality of all fortunes, or on an exclusive ownership of 
all things by the i$tate, their descriptions would at most 
deserve a languid curiosity. But what thoy fouikd was 
v<‘ry like, and yet appreciably uitlike, what they bod left at 
home. The'general aspect of this part of social mcohaiiiHm 
WHS the same. There was property, great and suinll, in 
land and moveables; there were ront, profits, exchange, 
competition ; all the familiar econoiiiieul conceptions. Yet 
sbarcely one of them exactly corresponded to its nearest 
Western counterpart. There was ownership, but joint 
ownership by l>odieB of men was the rule, several owner- 
shipa by individuals was the exception. There was the 
rent of lands, but it hod to bo reconciled with the nearly 
univorsal prevalence of fixity of tenure and the consequent 
alMence of any market standard ■ There was a rate of 
profit, but it was most curiously under the infiuenco of 
custom. There was competition, but trade was conduefted 
by largo bodies of kinsmen who did not compete together; 
it was one latge aggregate association which competed with 
another.”' 

A further reason for not accepting Bagehot's conception 
of political economy is that it is impossible so to limit tho 
science that all its conprete doctrines shall be relative to 
precisely the same condition of society. Tt cannot be said 
of the modem commercial world itself that it is a fixed and 
stationary state of society, subject no longer to variation 
or modification. The doonomio condition of the Unite<l 

‘ Th€£J’ert» <(/Obtfn4itfunof Judin on i/odfni Sun^an'J'fiovff/i(, ' 
Bede Lecture, ld7&. 
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S£ate» to-day is not tiie same as that of England—the 
postulate, for instance, of the free ^mobility of labour from 
place to place and from occupation to occupation is pro¬ 
bably itioro fully realised in the former country than in the 
latter; nor is the economic condition of England—in 
regard, for instance, to the tenure of land—the samo as 
that of France Still more striking is the contrast be¬ 
tween the economic England of the twentieth century 
and the economic England of Adam Smith’s time. Even 
in tlje commercial era, tlierefoi*e, it is neceKW^ry carefully 
to examine the npplieability of our premisses, and to 
recognise still n relativity. Am h matter of fac^t, there 
is ccMuparatively little risk of our ngsapplying nuxleni 
econoTiitc theorieK to savage or oriental states ot society. 
Tt is when we come nearer home that the danger of the 
undu<' extension of economic doctrines is the gmiter; and 
that danger is at least not diminished by Bagohot’a con¬ 
ception of a t ran seen den tly economic era, in regard to 
which it may be supposed that the appHcatioti of econonuc 
theories is absolute, needing no qualification. 

§ 3. In w/tal univer9nlity may be claimed /or the 
fU'imipltn of abstract economics .—The relativity of concrete 
economic doctrines does not establish the impossibility of 
an abstract theory banng a certain character of uni¬ 
versality, and it reojains to be indicated in what sense 
universality may still be claimed for the principles of 
abstract economics. 

In the first place, abstract economics analyses the 
fulidamental conceptions of the shience, such aa utility, 
waaitb, value, measure of value, capital, and the like. It 
has t>een pointed out in an earlier chapter that even the 
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detiiiitions of political economy may soinetiriies be relative 
or progressive. But imthe analysis of such concoptions as 
the above it is not too much to look forward ultimately to 
a certain finality. It has 1)een already observed that if 
the conceptions take on a somewhat dUferont character in 
different connexions, we shall at least find something that 
is generic aud universal in each one of thorn; and a 
consideration of them in their general character will 
bo a valuable preliminary to more concrete economic 
enquiries. 

Abstract ccononiics next pTv>ceedR to discuss certain 
fumlaniental pnnciples that are universal in the sense of 
pervading all economic reasonings. One of thes<* principles 
is the law of the variation of utility, which is the key-note 
of Jevons’s principal additions to the science. This prin* 
ciple applies not only to material commodities dc'tcrmitiing 
the law of demand for them, but also to services; ami 
hence it is of the greatest iniportance in the whole theory 
of distribution. Thus, other things being equal, the aid 
which a dose of capital of a given description can render to 
the labour with which it is co-operating dinuniuhes as the 
number of doses is increased ; similarly, other things being 
equal, the aid which a unit of labour of a given kind can 
afford to capital, and to the other kinds of labour which it 
is assisting, diminishes as the number of units is increased. 
The truth of this elementary principle is quite independent 
of social institutions and economic habits, though the 
reeults which it actually brings about may vary consider¬ 
ably. Another principle of a siatilar character is tliat, 
other things being equal, a greater gain is preferred to a 
smaller; or, as we may put it, every man so far as 



312 UNmERSALITY OF ECONOMIC DOCTRINES. [OHAl*. IX. 


is £n>d to choose wUl choose the greater apparent 
good*. 

On the basis of its analysis of fundameutal conceptions, 
assisted by principles such as the above, abstract economics 
is enabled to draw certain negative or formal inferences 
which possess tlie cl^racter of universality. As, for 
msLauce, that a general rise in values is impossible; that 
if two kinds of commodities have the same law of utility, 
Uiat which is tho rarer will be the more valuable; that 
of different methods of production which can be used for 
obtaining a given result, the one that can do the work the 
most cheaply will in time supersede t^e others*; that 
facilities of transport tend to level V|lues in different 
places, while facilities of prenervation t^d to level values 
at different times. In the same category may be placed 
such pro|) 08 itioDs as that no commodity or service can 
serve as a universal measure of value between different 
times and places, and that general over-production in a 
literal sense is impossible. 

We have already spoken of the relativity of the 
Ricardian law of rent as ordinarily stated. But compare 
with this the principle of economic rent in its most 
abstract and generalised form^ Tho Ricardian law, so far 

^ It is of principIsB such as tbssu Jsvons is probsbly thinking 
when hs romkrke diat '*tbo first principles of political economy are 
so widely trtie and applicable, that they may be cemsidered nniyersally 
true as regards boman nature’^ {The Future of PolUical Koonomy, 
yprinxyktly Jtwieiot vol. xxvi., p. and again, “the theory of 

the science conusis of those general laws wblih are so sim]He in 
natv^> sni so deeply grounded in tiie constUntion of man and the 
oaw world, that ^ey remain the same Uubngbout all those ages 
which are tvlthia oni consldsratios’* (p. 036). \ 

^ This ia one form of tlie important Law of BubstUntioii. 
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SR it claims to determine the actoal payments made by 
the cultivators of the ^sfcil, is a relative doctrine, that is 
to Bay, it is based on assumptions, which, as regards both 
time and place, bold ^ood over a limited range only. The 
' theory* of coonomic rent in its most generalisod form, 
however, merely athrms that where, different portions of 
the total amount of any commodity of uniform quality 
supplied to the same market are produced at diffei’ent 
costs, those portions which are raised at the smaller coats 
will yield a differential profit; and there is now uo similar 
limitation to its applicability. This principle may even 
be said to hold good in a socialistic community, for the 
differential profit d|j|es not cease to exist by being ignored 
or by being municipalised or nationalised. 

In this way may bo built up a system of general 
theorems relating to economic phenomena which, with 
due niuditications, are applicable under widely different 
conditions. It has to be admitted that the body of 
doctrine thus built up is mainly hypothetical in character; 
that is, it will not by itself enable us to lay down definitely 
the laws according to wiiich wealth is distribute and 
exchanged in any given society. In order to determine 
the latter, we hjsve further to take into account the special 
conditions under which the general principles operate; and 
such conditions are indefinitely variable. But what is 
here maintained is that the abstract theory is invaluable 
OH a preliminary study. The principles involved and the 
modes of investigation employed have a significance and 
importance which it would be misleading to call merely 
relative; and the economist who would deal with the more 
concrete problems of any particular'ago or state of society 
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cannot afford to neglect them. Thug, os we have already 
seen, there is a good deal of abs^^^t reasoning in regard 
to the laws of supply and demand that has a ver}’ wide 
application indeed. These laws work themselves out 
differently under different conditions, and in particular 
there are diflfereuces in the rapidity with which tliey 
operate. Their operation may, however, be detected 
beneath the surface even in states of society where custom 
exerts the most powerful away. And this would in all 
probability he overlooked were not our attention turned in 
the right direction by the method of analysis afforded by 
abstract economics. 


B. On thjc (’onoeption of Political Economy as 

A DISTINCTIVELY HISTORICAL SCIF.NCE 

It has been shewn in the preceding chapter that the 
study of economic history plays a distinct and characteristic 
part in the building up and perfecting of political economy. 
There are many problems belonging to economic science 
whose solution must necessarily remain incomplete, apart 
from the aid afforded by historical research ; and the 
historical method is, therefore, rightly iudiided amongst 
the methods to which^the economist ought to have recourse. 
Nevertheless eeonomios is not to be considered, as some 
maintain, an essentially historical science. 

lliis viewtis opp<sed to the doctrines of those more 
advanced members of the historical school who maintain 
that their method should supersede, and not merely supple¬ 
ment, other*methods, mid who seek to bring about thereby 
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a complete transformation of political economy. A claim 
of this kind is somotimei put forth explicitly. Thus OlitTe 
Leslie treats the deductive and historical methods as necen* 
sarily antagonistic, and ityoctM the former on the ground 
that its profosaed solutions of economic piohleins arc illusory 
. and false. It yields, he says, ** no explanation of the laws 
determining cither the nature, the amount, or tlie dis¬ 
tribution of wealth’^; the philosophical method of political 
economy must, on the other hand, historical, and must 
tmee the connexion l>etwcen the econotuical and the other 
ploises of national liiRtory.’’* Prom a similar point of view, 
hr Ingram blarneys Jevoiis for seeking to preserve the 
d priori inodo of pix>cceding alongside of, and concurrently 
with, the historical/’ He adds that ‘Hho two methocls 
will doul)tless for a time coexist, imt the hiHt<»rica] will 
inevitably supplant its rival.”* 

Other writers, while professing that they do not entirely 
reject the deductive method, still set it contemptuously on 
one side as having almady done all it can do, and played to 
the full its unimportant pitrt in econoioio investigations. 
The necessity for a completely new departure is no less 
strenuously insisted upon. Even if the doctrines reached 
by the Tnethuds of the older economists possess a relative 
truth, they are, it is said, of little importance; and 
political economy can do fruitful work in the future only 

r 

by taking on a nev form and becoming>^a distinctively 
historical science. The abstract method, says Professor 
Scbmoller, has degenerated into intellectual oonsuiuption; 

1 KHuayt (n Folitkol and il/cr<d Pkilotophy', 1SB8, p. 1(K>. 

* Iliitory <if Political Economy, pp. 282, 8. 
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the spriiag of its vitality is dried up« A neceBsary revolution 
ia in progress, whereby things arc. viewed from a totally 
different aide—the historical. the future a new epoch 

will come for political economy, but only by giving^ value 
to the whole historical and statistical material which now 
exists, not by the further distillation of the already^a^ 
liundred4inies*dislUle(l abstroctioiiH of the old dogmatism."' 

The extreme ** hintorismus" of which we are now 
speaking is characteristic only of the more advanced wing 
of tlie historical school, and not of Hoscher, who is usually 
regarded as its chief founder, or of its more moderate 
representatives such as Wagner, whose treatment of the 
whole subject of economic method is admirable ^ 

ilosoher, for^ instance, insists on the necessity of taking 


^ Hut Litteraturgeifchiehtf der ^nd 

p. 279. 

^ See previous references to Wagnei on pp. 97i S, and elsewhere. 
Wiigner ia spoken of by a writer in the dt Jielgique (15 April 
1889) as lut d€dtfcti/ nwd£rf^ and as such ia ooutraated with HohinoUer, 
who is un hUtonqw avancC^ wiili Monger, who ia un 
intfnn^ig^ant^ and with Bteniano, who is nn hutoriqut wod^r4. He 
explicitly lucludee himself, however, amongst tlie representatives of 
the bistorioal school of national economy m Geimasy; and the fact 
ttiat he is ndvertheless described as Mil didurUf \Md4r4 may be con¬ 
sidered a tribute to" the judknousness with wh^ he coubiuea rival 
methods, and bolds the balance between them. A moderate writer 
whose attitude is one of compr^maise is likely to be regarded as teiong- 
iog to the one hgtile caiop or the other according to our own point 
of View. There Vs m fact all shades of opinion among reeont 
Oertnan economi^ who more or less aympatluea with the hiatorical 
reaction, and this makes it very difficult broadly to describe their 
position without doing injustice to so{ce. Even individual writers 
take up sometimea a piore and sometimes a lees extreme position. In 
the jrreeeot note we ftte purposely dealing only with the more extivme 
views of the ffiore extremo writers. 
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into couaideration the varying chanictor of%xjuo»)ic habits 
and conditions, and attacks especially the fallacy of 
criticizihg economic institutions, regardless of a people's 
histo>‘j| and the stage of social and industrial development 
to which they have attained. But ho neither effects nor 
. seeks to effect a complete transformation of political 
•economy. Whilst his chief treatise on the subject abounds 
in historical and statistical itlustrations, and is full of 
information about the history of economic principles, the 
doctrines taught in it follow in- the main the orthodox 
lines both in substance and in manner of exposition. He 
even “bos no doubt that the future will accord both to 
Ricardo and Malthus their full meed of honour as political 
economists and discoverers of the first rank.”' This very 
moderation of Roscher is, however, by some of 'his mure 
advanced followers made a subject of reproach. The 
dogmatic and tlie historical matter'in his Friucipfeo are 
said to bn juxtaposed rather tlian vitally combined; and 
he is charged with tiot having been suftioiently under the 
infiuence of the method which he himself was one of the 
first to characterize*. 

In criticizing the conception of political economy as a 
distinctively historical science the main difficulty Consists 
in understanding what the conception really amounts to. 

^rindple* of Political Economy, Prefsoe. 

^ Knies deplores the fact that Besoher did oot make stronRcr 
'Stops forward after having takeu opapositioo that promised somuoh. 
He considers that the hi8tori<^ method, ae exemplified by Boseher’s 
actual treatment, becomes historical description enlarged rather than 
political economy set right IHc jMltri'ieke Ockommit von aetohichh 
Uchen flUindpitnktf, 1888, p. 85. 
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Tt in far from ^ing easy to gain a clear idea of the form to 
be assumed by ooonomicB when itn ^Hransformatiou’’ has 
been effected. Much that is said by the historiciri school 
consists of mere negalivo criticibtn; and on the ^»sitive 
side, there is often wanting an adequate discrimination 
between what really belongs to economic science, and what 

is, no more than economic history pure and simple'. 

^ CliflQ IjohUo enumoratcfl a number of prob)omi« which ho sskcjIs 
are left ^'ntirely unsolved by the deductive method; but most of these 
problems will be foniid to be pf a puiely historical character. On the 
other hand, when ho comes to deal with tbeotetical questions, be 
himself constantly implies or presTtpposos the use of a deductive and 
ft priori method of reasoning on fundamental poiuU. For instanoo, 
**Ooly high profit can permanently support high interest, and low 
profit can afford only a low recompense to the lender of capital. The 
rate of profit determines in genera) both the maximum and the 
minimum of interest; the maximum must be below it, or the borrower 
would make nothing, and the minimum must not be so low as to 
drive the owners of capital to employ it themselves, instoa^l of lending 

it, or to spend it’’{AVxuyu, p. 355). Again,* ^*A failing-off in the 
foreign demand for British produce, such as is sometimaBarg(led from 
the small proportion of exports, weald Lave the opposite effect of 
diminishing the proportion of imports, by altering the equation of 
international demand to the disadvantage of Qreat Britain. A 
diminution of exports might result from hostile tariffs, but imports 
would fall off more. A good market abroad for nur exports raises 
their value measured in foreign commodities, and swells the amount 
of goods given for them; while a declining demand in foreign countries • 
would compel ns to give more for our imports; the ratio of exports 
would increase, exporters would sell at erer-increasing disadvantage 
and diminishing profits*’ (p. 357). The doctrine hero laid .down 
appears to be baaed on Mill’s theory of international values, which 
represents the deductive method in a somewhat high st^;e of develop* * 
meiit. Other typical inatanoes, in which Cliffe Leslie employs 
dadnetive method after'the fashion of ordinary deductive economists, 
see cited by Profseso? tiidgwick in an article on Economic Method in 

Fortnightly Reefew M February, lfi79, pp. 804, 6« Compare also 
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According to Enies, the historica! conception of political 
economy is based on th^ ideas of economic evolution and 
the relativity of economic doctrines. Economic institutioiis 
and economic tlioories are products of historical develop- 
'ment. No given economic system can bo final. It is 
itself the result of special conditions of tirne^ place^ and 
nationality; and as these vary, it will be subjected to 
progreHsive modifioationa Every nation, therefore, and 
every age has a political economy of its own. Honoc 
follows the denial that there are any absolute or universal 
economic laws. Every economic principle is relative to the 
particular phase of development to which a nation has at 
any given time attained. And so political economy ro- 
solves itself into a description of the various stages of 

evolution, and the principles appropriate to 
each in turn^ 

The relativity of economic doctrines has l)een discussed 
in the preceding note; and only two remarks need be 

-^vith refur once to uther eocDomintfl of the historical school—Sidg- 
wiok, Scope and Method of Politiral Economf/, p^t. 35, 6. 

^ opposition to the absolutisin of theocj, the historical con- 
oeption of political economy rests upon the fundamedtal principle 
that the theory of political economy, in whatovej* form we iind it. — 
like eooDomio life itself-a product of historical doTelopment; that 
it grows and develops—in living oonucidon with the whole social 
organism—out of oonditlouR of time, space, and nationality ; that 
it has the source of its arguments in historical life, and ought to give 
to its, reioltB the character of historical solutions; that the laws of 
political economy should not be set forth otHenviee than as historical 
eipUnations and progressive manifestations of the truth; that they 
represent at each stage the generalisations of truths known np to 
a certain point of development, and neither in substance nor in form 
can be declared unconditionally complete; and that the absolutism of 
theory—even when it gains recognition a ^Ttgin period of historical 


industfial 
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made at this point in regard to the b<»ari]ig of such 
relativity upon the question wh^her economics must be 
regarded as a distinctively historica] science*. 

In the first place, the mere fact of a progressive 
evolution of industrial conditions by no means establishes' 
the impossibility of genera! economic lavs. There may 
be much that is common to the different stages of de¬ 
velopment ^ the same tendencies may be in operation in 
varying circumstances. ^Nothing more, therefore, than 
special modifications of the general lavs may be requisite 
in order to suit special cases as they aiise. It has been 
shewn that, notwithstanding the Relativity of concrete 
economic doctrines, a certain character of universality 
belong to the abstract theory of political economy. 

In the second place, in so far as each qxwh^has a 
political economy peculiar to itself, the question still 
remains how that political economy is to bo established. 
Hence, regarded as a system dealing primarily with tlie 
^onomic problems of our own age, no need is shewn for a 
transformation of the exi^ng science. At most all that 
is necessary is the recognition that in regard to many of 

f 

deveiopiuent—itself exUte only as the offspring (»f the time, and 
but a atage in the historical development of pobtical economy** 
itHf politi$rhe Oekopomie vom ffe^ehichflichen StandpunkUi 1868, 
pp. 94, 5). Enias alk»wa abatraotion and the deductive method 
a place in politieal economy, provided that they are emp]py6(| vrith 
dtte pMbauiione, and that the reeulte ohtainWi by thelf aid are em¬ 
pirically tested before being regarded ae conclusively eetahUabed 
(p» 409). The position granted to other methods than the faistorloa] 
remavu, nevertheie«B,ek very eabordinate onsv 

t Bubebe, farther, the conolDding paragraph of this note (p. 9Vl)f 
vrhere the argument is turned the o^er way. 
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its doctrines, as ordinarily laid down, some limitation of 
' their spliero of application is osHCntial. 

Professor Schnioller of Berlin goes furtlier in the 
direction indicated by Kiiies, and in some of his utterances 
seems practically to identify economic science with the 
philosophy of economic history, or even with economic 
history itself in its broadest outUncs. He holds that at the 
stage we* have now reacho<l we had bettor not attempt to 
formulate economic laws. We must rest content to work on 
at spt'ciiic historical investigations, ol>8orvjng and recording 
actual economic phenomena, classifying them, and searching 
into their causes. There is an underlying implication that 
this search is likely to 1)6 successful, notwithstandhig the 
alleged impossibility of formulating economic laws. 

The denial that it is possible to arrive at economic laws 
seems, however, not intended to apply to laws of economic 
development. At any rate an oxpn*ss exception in regard 
to the latter is made by some extreme advocates of tho 
historical method. While tlie changing nature of industrial 
conditions is insisted upon, it is held that tho laws of 
changes may l)e discovered, and that such laws will he 
universal in their character. Political economy is ac¬ 
cordingly to bo transformed into doctrine of tho laws 
of the economic development of nations.’^ ^ 

Somewhat similarly, Professor Ashley—after remarking 
that among economists who employ the historical method 
there is considerable divergence of opinion as to the kind 
of results to be aimed at, and the shape political economy 

^ This was Hildebrand’s ultimate object. Compare also Ingram, 
Uiutcry of PotUhol Economy, pp. 2101 to 206; and CUffe Leslie, 
Eii$ay$ in Political attd Moral Philon^hy, pp. 66,100. 


21 
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Rbnuld asHume—expressefl what may be taken for his own 
view as foliowe : “ An increosin^number—' the historical 
school ’ in the strict sense of the word—hold that it is 
no longer worth while framing • genoral formulas as to 
the relations between individuala in a given society, like 
the old ' laws' uf rent, wages, protite; and that what they 
must attempt to discover are the laws of social development 
—that is to say, generalisations as to the stages through 
which the economic life of society has actually moved. 
They liclievo that knowledge like tliis will not only give 
them an insight into the past, but will enable them the 
bettor to understand jbhe dilBoultiee of the present.”’ 

Political economy is here resohed into a philosophy of 
economic history. It is hold to be possible to determine 
economic laws j but such laws belong to a different sphere 
from that of the laws ordinarily formulated by economiete. 
Two propositions have to be established in order to make 
good this position: first, that any theory of economic 
development must I'est on an historical basis; secondly, 
that an economic science worthy of the name is an impossi¬ 
bility except in so far as it couaistb of a theory of economic 
development. 

The first of these pr(q>ositioDs would now meet With 
almost universal acceptance. It has been laid down in the 
preceding chapter that so far as any satisfactory theory of 
economic development can be formulated, its foundation 
must be sought principally in a direct appeal to history. 
Assistance may be derived from a comparison of Europeoii, 
oriental, and savage states of society at the present time; 

* iEey/iiA Sconomit HUtory and TJuory, Prsfiwe. 
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^ hut the main resource must be a comparison of succoaaive 
states of society in the ^ast. Whilst, howevrr, the theoiy 
of economic development affords the most appropriate 
sphere for the employment of the historical and com¬ 
parative method, it should be added that the function of 
establishing general laws of economic evolution is to be 
regarded as one which the method iriay fulffl in the futuit), 
rather than one which it has up to the present time gonn 
very far towards fulfilling. 

Passing to political economy, regarded as a statical 
science, the ultra-historical doctrine under discussion in- 

a 

volves not so much its regeneration as its simple n^ation. 

We must 90 t ask what new theories of value, reot, money, 

international ,tra<ie, ^c.. are* to replace those that it is 

sought to destroy. Such theories, we are told, it is not 

worth while’’ to formulate; or rather, with the materials 

% 

at present available, they cannot bo formulated so as to be 
of any real utility or importance. 

Pewitively to meet this attack would require a careful 
statement and detailed defence of particular economic laws, 
shewing not merely their hypotlietioal truth, but also thoir ' 
effective beaiing on concrete economic phenomena. Such 
a defence of political economy cannot be attempted here. 
It must suffice to refer to the beat contemporary treatises 
on the science. In esamining, however, the claims put 
forward on behalf of the purely hhtorical method, it is 
important to observe that if the impossibility of establishing 
economic laws throws us back upon specific historical Uh 
veatigations, still such investigations cannot in themselv^ 
oonstitute a science of political economy. Instead of 
ecoiu>mioa being converted into a disrinctively historical 

2W3 
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Hcionce, it in inade to ntand aside in order that economic 
history may take itR place. The i:1aim that the historical 
method shall dominate political economy resolves itself 
from this point of view into the assertion of the supreme 
and paramount importance of the work of the historian as 
compared with that of the theorist'. 

But we are told that tlie estahlisliment of ecoDOmio 
laws is only postponed. It is by no means a neglect of 
theory/' says Pt^ofessor Schinoller, ‘‘ but the necessary basis 
fur itf if at times we proceed itiainly in a descriptive 
manner. X)n\y in so far as the descriptive material is 
defective arc reproaches against thin method justUiahle."^ 
Theoretical economists, however, have never denied that 
there is an ample deld of work for economic historians, 
and they welcome any assistance in their own sphere 'of 
enquiry that iiibtorians loay be able to afford. What they 
protest against is the view that besides the collection of 
descriptive material there is, in the present stage of 
economic knowledge, no useful work to be done. They 
protest also against the confusion of the descriptive 
material of a science with the science itselt As observed 

^ Professor Monger complaioB wiih conbideriible ju sties thatiitke 
advocacy of tl^ hiRtoriosl method in an extreme form does not arise 
out of the acientifio needs of economiRtB who are inTestigatisg the 
problems of their own sdenoe, but is rather forced oo the science 
from outside. ‘‘The historians,” he says, “have stepped upon tlie 
territory of our soienoe like foraign oouquerors, in order to force upon 
aa iheiv language and their customs, their termiaology and their 
methods, and to fight intolerantly every branoh of enquiry which does 
no« ^correspond with their special method” {Die Irrihilmer desHis- 
toriemui in der DeuUchin NationAlbkohomie, Preface). 

* Xur LittemturfffMehivhU der StaaU^ nnd SoxialMdeanieh^fttny 
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by Professor Sax» it cannot but be regardod as a thoroughly 
wrong idea to hid our age renounce the vocation of 
obtaining a satisfactory theory of politiod economy until 
such time as an incalculable )mn)l)er of investigations in 
the sphere of economic history shall liave been (v)inpl6tod\ 

Taking our stand simply on the necessity for Hcientifie 
division of labour, it is better that those who are working 
in the field of eoouontic theory should do what tiiey can 
with the materials already availahiei rather than that they 
should occupy their time with researchos Unit belong to 
tliu province of pure historians. The more thorougldy the 
hist^irical enquiries are earned out the l)ottor; for thorough 
work in any de{)artmont of economic study will be an 
assistance, not a hindrance, to workers in othor dcpiirt- 
inontH. But there is work of more tlian one kind to l>o 
done. 

Over and alKne any dispute, hoW<*vor, as to the inosL 
fruitful direction of enquiry in the particular stage of 
development that [jolitical economy has now reachisl, there 
is involved in tho oHra^historic^d view an ex^q^geratod 
idea of the sufliciency of the pari that hintorical inatariai 
can ever play in the building up of the science, and of the 
extent to which, without the aid of explicit theory, the 
historian can assign to phenomena their causal connexions. 
Tt bas been already shewn that economic history itself needs 
to 1)6 interpreted by theory. 'Moderate advocates of tho 
historical method, such as Arnold Toynbee, \u\vt clearly 
recognised that without the help of deduction, this method 
can serve only to accumulate a mass of unconnected and 

V 

1 Van Wc$^ ftnd dU Aujgaft€n dfv NatioitaWkonomUf p. a. 
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unKOrviceable facts.^’^ Tt follows that to {lostpone oon- 
sidorations of theory until aui itic^finite number of facts 
have already been colloctod is, oven frum the historicfvl 
point of view, a mistake. 

The case against the supremacy of the historica! inethd^ 
in economics is all the stronger, if wc regard the method 
as literally confining itaeif to the facts of past times. For 
the purely historical method is obviously much narrower 
than the inductive; and it will hardly be denied that tho 
foots which aro essential t<> the econonnst are to a very 
great extent obtained from contemporary ol)8crvations or 
from records so recent that they have hardly yet passed 
into what we understand by economic history. Moreover, 
inferences laiaed on historical research, as distinguished 
from observation bf tlio pitiseut order of eVouts, labour 
under special disadvantages. Often then‘ is more or loss 
uncertainty concerning the facte tbomsclveH. “ History 
has suffered to drop from her page.s, perhaps'has never 
1 ‘ecorded, much of the information wbicli would noMV l>e 
most precious to us”’; and on incomplete record may lie 
even worse than no information at all, so far as affording a 
basis for theoretical conclusions is concerned. We see the 
past as it were through a mist; and we cannot “cross- 
examine its facte ” ns we often can the facte of the present 
time*. 

I F. 0. MoDtegue, Arnold Toynbee (JobuB HupkinB University 
StudieB in Hiatoncal and Political Science, Seventh Series, i. p. 83). 

=> fikhard 7onee, Literary Nmiotn*, p. 570. 

* Compsje Marshall, Preeent Position of Eeonouiia, S 17. Wagner 
also cskUs attention to the special caution that has to be exercised in 
appealing to historioaJ evid^iee, joet becaase the historioal method 
“eaanut grant a premeditated, te say nothing of an experimental. 
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* It in still more important to observe that Just 
lx3CMUHe of the evolutimi of industrial systoii^ and the 
shifting character of oconomic conditions, upon which the 
historical school of economists so much insist, the study 
of the past is rendered the less serviceable for the solution 
of preKentrday problems. Upon many of these problems 
extremely little light is thrown by economic history that is 
more than a hundred years old. How indeed can gene¬ 
ralisations based upon one set of circumstances be safely 
applied to quite another set of circumstances? Not only 
may the problems calling for solution l>a novel in their 
character; there may even arise new industrial classes. 
With what classes in the fourteenth century, for example, 
Hro we to compai*e the modern factory operative and the 
modern capitalist cuiploycr? If, therefore, for no other 
reoHoii than that InstitutiunH and habits nn<l conditions 
change, another metliod of investigation^ than the historical 
must for yery much of our oconoinio work Ik) csseiitiah 
Political economy can never l>ecomc a hpecidcally hiHlorical 
science. • 


isolatiou of causos’* {GrundUffUitg der polUhchvH OelcoHomif, voh i., 

p. 228 ). 



CHAPTER X. 

ON POLITICAL E(JONOMY AND STATISTICS. 

§ 1. The claims of statistics to be regarded as a 
distinct science .—A leading Qonnaii statistician has 
gone so far os to say that thc'rc aro almost an many 
diiforont views of the nature an<l province of statistics,< 
as there arc* writt'rs who have occupied themselves 
with the subject. Many different definitions of the 
term statUtics have also Ik*cii pi\)|K«iied; a list of 180, 
inon* or less differing from one* aiiothc'r, was diuwn up 
by Quctclet iuj long ago m 18ft9. Even the etymology 
of the term, or at all events the mode of its derivation 
from the Latin status^ has been a matter of dispute\ 

^ The oorreot acoount of the derivation of nUitifiticii aeemfl to be 
that it came through the Italian 9t<ito^ which waa in the fifteenth 
centuiy firat need in the fugnifieation of territory, or **atate’* in the 
political eecee. Bee Riimelin, luticle Stathtih in Bchdnberg’e Hnnd- 
buckf S d; and Wappkue, Einlritunfi m dai Studiitm der SUiiigtiky 
p. 7. “ AchenwaJl,** says Professor Wappaos, **aever in his writings 
explained the origin of the name $fatigfic», but it comes ont in hie 
leoture^notee. His explanation is as follows. The Italians were the 
first to form a science of the State, and called it Raffiopf dt State* 
Prom this—in Latin writings, and lectures given in Latin—arose 
Hath ftatire, or DiiclpUna dt rathtte »tatut, or Ditc^Uha dt itatu. 
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Only two or three views, however, such fia are most 
broadly distinguished fiPom one another, need he noticed 
here. 

Gottfried Achenwall, professor of law and politics, at 
Gottingen about the middle of the eighteenth centiiry, 
though not the originator of the Latin atljoetivc* statis- 
ticus, appears to have been the first to use the German 
substantive StatistHe, and he is usually regarded as 
the founder of statistics considcrtKl as a special branch 
of knowledgoh He meant by statistics a collection of 
noteworthy facts conceming States—the historical and 
de8cri]jtive material upon which j>oliticnl scionct), as we 
now understaml it, is larg^dy <lopondeiit. It is to be 
added that as tn*ated by the school of statisticians to 
whicli Ach<‘nwall belonged—the so-called “ descnptivi'” 
school —statistics was not essentially numerical or 
quantitative. Verbal description took the first place, 
and figures were used merely as jwcessory thereto. 

Since the time of Achenwall the tonn, as ordinarily 
used, has changed its meaning, and the distinguishing 

Tkere beitiK izi classical Latin no simple expression for ^state' in our 
sense» tbe word HotiM was used with this meaning. Tlie Italia&i at 
the same time gave to any one learned in the above science or art 
the name gtatutn. German sebolars adopted the word ntathUt into 
Latin, and formed the adjectiye 

t Thib view is not striotly correot, as Achenwall had predeoessore 
at the German universities (Oonringt Sohmeitaeli and others) whose 
subject-matter and mrthod reseoibled bis own. His treatment was, 
however, more tboioagb than theirs, and atiracte<l more attention. 
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ma!^ o£ statistics is considered to be tho 

I 

of numerical data’. Moreover, ^gardesd as a science, 
statistics is not content to be tnorcly descriptive, but 
(claims to be theoretical and speculative. The principal 
question at issue is whether statistics can legitimately 
be regivrdud as constituting a distinct science at all. 
This question is coni[>licatcd by the f<ict that, in addition 
to Achenwull’s view, two very cUfFcront conceptions of 
statistics as a science have been Ibrmed. 

Statistical science is, according t<i Dr Moiuit, “a 
sijccial science of TnotlKxls fron^ which, and by which 

^ Htati^tioa hi thin aenee may be ii&txd back to the ^^PolUioa) 
Arithmetick*’ of Bir William Petty, aud other Eoglish writOTR of the 
ncvontrentli ahd loghteenth centuries; and tlie iniluriioe of Qnstelct 
and Rnies was important about the middle of Uto nineteenth cititury in 
* favour of tlie arithmetical, as opposed to tho descriptive, school. The 
latter still has some, though not many, adlierents. The late Pro* 
fewK>r Wappaus of Gdttingsuv for example, in his KinJeitung in ths 
Studium der Statistlk, published after his death in 18H1, defends 
Ac ben wall's conception, lie recogoises that quantitative data have 
assumed a greater I'elative importance than formeriy, bnt he ascribes 
this simply to the fact that they are now more easily procurable. 
**The increased facilities for obtaining uumorioal facts have,” ho 
says, **neoesBaiily affected the method of statistics. We now have 
two equally important resoureea: description, and numerical expres* 
sion. The two methods supplement one another, and it is a mUtalte 
to try to make «wo separate branches of science out of them. Mls< 
nnderetttttdings have arisen about statisiios, because demands have 
been made upon it, which cannot be fulfilled-—demands only to be 
Mtbu^d by a purely philosophical branch of study, whioh statistics 
is not* Hiatiitics is a positiTe scisnoe, an aggr^te of knowledge 
brought together for a practical end, namely, the knowledge of the 
concrete State. This is a very simple definition, and justified by the 
genesis and biite>7 ^ the seienoe” (pp* n—4). 

¥ 


emplaymcDt 
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alone, the natunil laws can br deduced which govern 
most of the conditions of man, and many of those of 
the animal and vegetable kingdtana.” “ There is not,” 
Dr ^ouut adds, “ a branch of human knowledge to 
which the science of Statistics is not closely allied, and 
for the correct understanding of which the scientific 
marshalling of hgurcs, and observation of aggregate 
facts, is not more or less necessary. That thd laws 
deduced from them fall into the Diiiks of the branches 
of knowledge to which they belong when they arc 
fairly established does not, in my humble judgment, 
invalidate the scientific claim of the agency to which 
they owt' their existence.”* 

The concluding |M>rtion of the above statement 
would pmbably meet with nnivci-sal acccptfuice. A ' 
method or an agency may, .however, be scientific 
without thereby becoming itself a science. Statistics, 
or statistical method, os understood by Dr Mouat, itt 
a very important means whereby human knowledge 
is extended; but as such it is to be regarded as a 
scientific instrument, rather than as an independent 
body of doctrine constituting a distinct science. 

It is, indeed, necessary to recognise a theory of 
statistics, dealing with what may be called the tech¬ 
nique of the statistical method, that is to say, the 

' It1$tory of thf Suiti»tifaf Sfiettee of London (Jubilee Toluroe of 
the 5{att»n'«a/ Journal), p. 47. * 
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cnndiiioufl that statistical data must fulfil, the inodes 
in which they are to be asccitained and collected, 
the manner of their arrangement and employment for 
purposes of reasoning, the criteria determining • the 
validity of arguments based upon them, and the logical 
character of the conclusions established by their aid. 
But all this is really antecedent to the actual use of 
statistics for any jwrticular ]>urposc. The whole discus¬ 
sion constitutes, not a separate science, but a special 
branch or department of inductive logic or methodo- 
logy—that is, of the science or art which treats of 
scientific mcthi>d in general. 

Tt is, however, in <pnte a ditferont sense from the 
above that the existence of an independent science 
of statistics is affirmctl by the majoiity of Conti- 
iient-al sUitisticians, and also by some English writers^ 
Statistical science is rogjirdetl, not as an abstract science 
of methods dealing with phenomena of very various 
kinds undci* a distinctive asjKJct, but as a conciete 
science with a distinctive subject-matter. A distinction 
is clearly drawn between statistics as a method and 

^ Cozupare Mr Wyonard Hooper’s paper od the MHhod of SUitU- 
tical Awili/iiU in the StatiHieai Jwmal for March, 16B1; and the same 
writer’s article on StaUBtia In the ninth edition of the Enoyclopaedia 
Britannka, Ur Hooper Limself takes the view advocated in the text, 
nameljr, that there is no independent science of statisties, two 
views ai^ soroetimes spoken of as the English and the Continental 
respective!j. There is not, however, universal agreement amongst 
Oontiaental, an; more than amongst English, writers on the aubjeet. 
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statistics as a science. It is rccogniscnl tliat the 
method luts a very wide ujijilicatiou; but the science 
is described as sttidying cxclusivi-ly man’s social life. 

As thus inteq>reti'd, statistical science becomes 
practically equivalent to sociology, with the implication 
that the sole means whereby sociological, including 
economic, knowU'dge can be attained is the systcmiatic 
collection and inductive interpix'tation of social pheno¬ 
mena. There is the further implication that the data 
are mainly, if not (‘xchisively, niunericjil. 

* Dr Mayr, taking this view, defines the science of 
statistics jis “ the systematic statement and explanation 
of actual events, and of the laws of man’s social life 
that may be deduced fron> these, on the basis of the 
(pmntitatiive observation of aggregutCH.’’^ 

If it is asked why th(‘ quantitative observation of 
social aggregates shu\i]d constitute a distinct science, 
while no similar claim is made in regard to the ob¬ 
servation of purely physical aggregates, the reply given 
is that in the debennination of the laws of social 
life statistical enquiry is “the only possible mode of 
investigation,” and not—as in the case of the physical 
scienws—a merely secondary or supplementary method. 

^ This definition is in Di Hayi's Die OMUmHi^iiffkeU im 

Oeiellicfu^tiMeHt an abridged trausUtion of which will be found in 
the StatiHUal Journal for September, 1883. For definitioDS given by 
English statiHticiaus, who take a similar view, see Sta HttticalJ oumalt 
December, 1805, p* 492; and Jubilee volame, p. 8. 
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Social science and political economy are spoken of as 
branches or departments of th% science of statistics, 
a science which studies social and economic phenomena 
in the only satisfactory way, namely, by the accimiula- 
tion of facts and generalization ftom them. It will 
bo observed that the doctrine here set forth is (‘V(*n 
narrower than that which rt'garda induction as the sole 
valid method of economic enquiry. For we are now 
limited to quantitative induction; qualitative induction, 
whether historical or comparative, is out of pUu‘c as 
well as the deductive method. 

Our grounds for rejecting this view have been given 
in a previous chai^tcr, and to pursue the discussion here 
would merely carry us back to a class of considerations 
that have boon already sufficiently insisted upon. It. 
may, however, be added that for the general science of 
'society we have at any rate another name—sociology 
or social science—which does not beg the question as 
to method, and which is &eo fit)m the ambiguity that 
at best must attach to the term statistics. For it has 
to be allowed that by this term is also meant a method 
of anal^is having an indefinitely wide range of appli¬ 
cation otitside the science of man in society. Thus we 
speak of moral and intellectual statistics, of vital and 
medical statistics, of astronomical and meteorological 
statistics, of physical and physiological stal^tios, as well 
ja of economic and political statistics It can hardly bo 
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said that there is any concrete department of entpiiry, 
in whicR statistics as^a method may not find a place; 
and it is upon this character of univej’sality that the 
claim of statistical research to public recoffnition and 
encouragement is frequently based. 

If. a less extreme view than that above de8cribe<l 
is taken, and statistics is considered to be a distinct 
science, but nevertheless not to include the whole of 
social science or of economics, then it becomes a part 
which is only differentiated from the remainder by the 
employment of a particular method. Professor R. Mayo- 
Smith explicitly recognises statistical science as “ a 
branch of social science employing a specific method, 
and devoting itself to those problems of life in society 
which can best be solved by that rartihod.”’ It seems, 
however, both unusual and undesirable to differentiate 
sciences by thoir method as distinguished from their 
subject-matter. We might equally well identify other 
scientific methods with thcxie particular sciences in the 
development of which they hapj>en to be of special 
importance. At any rate the question now becomes 
little more than a verbal one. There need be no 
fundamental disagreement between those who take 
the view just indicated, and those who prefer to treat 

^ Statiitici end Economics (Publications of the American Eoo* 
Domio Assooiatfcn, toI. 3), p. 118. ProfesfiOT Mayo* Smith dirides social 
statistioB iuto population atatistics, economic statistics, aud statiKties 
of rice and crime. 
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HtatistlcH simply os a |)articu]ar method or instrument 
of scientific enquiry, which is nai iKiculiar to the study 
of social facts, although it may be of much greater 
relative importance in connexion with that study than 
in other departments of knowledge. 

There se('in8, howevor, to be an idea that if the 
claim of statistics to recognition as a science be not 
lulinittt'd, then the statistician becomes a mere drudge, 
who is denied the luxury of opinions, ami whose sole 
function is to colk'ct materials for others to reason 
about and base theories upon. Professor Mayo-Smith’s 
main ground for calling statistics a science is that this 
is the only way of rescuing the study from “the barren¬ 
ness which results from viewing its object as simply 
the collection of masses <*f figures, with which the 
statistician has nothing further to do.” Ho regards 
the quiistion whether statistics is or is not a science 
as not a merely verbal one, because the answer to it 
determines “ the position of the statistician and the 
authority with which he speaks.” 

By another writer it is said that if statistics is not 
a science, then the statistician is merely as one who 
binds up sheaves of wheat for others to thrcish outK 
But this by no means follows. There is, indeed, special 
risk of error when statistics are used by others than 
those who have prepared them. For, od Mr Hooper 
> Dr Chi; io tbe StatUtieal Journal, 1S06, p. 4B3. 
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remarks, “there are usually ‘pitfalls’ even in the 
simplest statistical statement, the pusition and nature 
of which are known only to the persons who have 
actually handled what may be called the ‘raw matorial’ 
of the statistics in question.” Henox; the statistician 
rightly, and even nocossarily, performs the function 
of interpreting results. But in so doing he becomes 
the economic statistician, the political statistician, the 
tucdioil stiitisticion, the physical statistician, as thu 
cose may be. He applies his statistics, that is to sny, 
within the domain of some particular science; and it 
may be luldcd that unless ho has an adequate knowledge 
of that science, not only will he probably go astray in 
his interpretation, but the very facts thenisc'lves Jirc 
not likely to be suitably selected or’arranged. 

But all this, it is clear, applies to medical and 
physical and other statistics, just as much as to social 
statistics; and no one would maintain that we have 
a distinct science, wherever we have a branch of know¬ 
ledge in which statistics may be usefully employed. 
Hence if we go out, of our way to ^recognise a science 
of. statistics which is concerned with social phenomena 
alone, we seem thereby to cast an undeserved slur upon 
statistics used in other departments of enquiry. Wo 
may, on the other hand, refuse to recognise a distinct 
statistical science in any sense, without lowering the 
standard of what is required from statisticians, or in 

22 


K. 
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the slightest degree underrating the importance of the 
functions which they perform. •* 

§ 2. IStatistics re<farded cm a method. —In seeking to 
define statistics regardcjd as a method, it is convenient 
to adopt the somewhat clumsy phi-ase already quottni 
from Dr Mayr, and say that it is a scientific method 
based on the qunntitative observation of aggregates. It 
is, in the first place, a method based on observation. 
It goes dixvct to facte, which it collects and systema¬ 
tically arranges. It is, in the second place, based on 
an observation of quantities. It deals with phenomena 
that are measurable, and hence capable of numorionl 
expression. It is, in the third place, concerned with 
aggregates, as distinguished from individuals or xinits. 
Series of isolated numerical fiicts are popularly called 
statistics, and they may be of use simply as informa¬ 
tion or as means of description or illustration, but they 
are of little or no value as a scientific instrument. In 
the scientific use of statistics the observations must 
be made in the mass, they must involve a certain 
degree of continuity, and the resulting figures must 
be carefully and systematically grouped*. 

1 The term when tiffed ae e singular noun, fignifiee the 

method above described, or—if ve recognise such a science-the 
BCMcnoe of statiHtice (German, dU French, la 

In English, however, the ienn is generally need as a plural noun, 
and it then signifies the numerioal data which oonetitute the basis of 
tbs Matistioal method. 
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By the aid of statistics, thus understiH)d, wo an,' 
enabled to employ thfc method of crmooniitivnt varia¬ 
tions. In this way, quantitative inductions are esta¬ 
blished. and the laws of the variations of phenomena 
determined. 

Then' is a close connexion between the statistical 
method and the dixjtrine of chances. On the Imsis of 
the quantitative observation of agjfrejfates, the' influence 
exerted in individual chw's by accidental causes may bo 
eliminated. F<»r when instances are biken in the iimss, 
it is often a fair assumptum that itccidental catisv's will 
oj>erate so as to neutralise <in<‘ another. Thi’ eft'eets of 
agencies exerting a porinanent influence on phi'noiiiena 
of a cx'rtain description ciui in this way be calculated, 
oven though in any given individual case their influence 
may be slight and uncertain. The manner in which 
aggregate regularity is found to emerge out of 'indi¬ 
vidual irregularity, when instances arc tiiken in sufficient 
number, has been one of the most striking results of 
statistical research. It was this fact that excited the 
enthusiasm of the Belgian mathematician Quetelet; 
and to his influence may be ascribed the impetus given 
to the study of statistics in the second quarti'r of the 
nineteenth century. 

In the use of statistics, considerable assistance may 
often be derived from the employment of diagrams. 
Tho graphic method is not only useful for the popular 
* 22—2 
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exposition of statistics, enabling the mind more, accu¬ 
rately to realise numerical coiiiiilirisons; but it has also 
a genuine scientific value. ‘ Thus by means of graphic 
repi^sentation wo may employ the special method of 
quantitative induction called by Whowj'll the viethod 

of curvesK The I'eJative p<jaition8 of curves can be 

• 

* The (irAphio method Uheb different forms. Straight linos of 
different tengtlis, for examples are Hon\rtimes nsed» and rectangles, ot 
triangien, <jr other geometrical figures, the relative nixe of which ran 
easily be compared. Maps are also very serviceabie as a popular 
method of illustration, where the stati^tion relate to ilifferent geo- 
graphioel divisions. HtatiKtical ma]>s are sometimos called caito* 
grams, oartogi'aphy being defined as *Hhe employinont of maps 
for the graphic ill as t ration of HtatiKtica'* The above forma have 
not, however, the scientific value tliat bolongs to the uho of curves, 
HO dmwri as to represent the ruanner in which the variAtionH of 
Homo given quantity are related to the voiiatioDA of some otbor 
quantity. Whewell deffnes the method of curves as followH: ‘'The 
Method of Curves ooDsiets in dra^^ng a curve, of which^ the 
observed quantities are the Ordinates, the quantity on which tlie 
change of these quantities dcpetidn being the Abscinsa. The efAcaoy 
of this Method depends upon the faculty which the eye possesHes, of 
readdy doteoting rc^larity and irregularity in forms. The Method 
may be used to detect the Laws which the ohnerved quantities follow; 
and also, when the Observations are inexact, it may be used to correct 
these Observations, so as t<T obtain data more true than the observed 
facts tbemeelves'* Organon Ktnovatum, Aphorism xliv). Ou 

the graphic ruotbod of statistics in general, see a paper by Professor 
Marshall »n the Jcbiloe volume of the StatMcal Journal: also 
Dr D. B. Dewey^s BlrntruUrry Note$ on Graphic 8loH0tici,^t 
EU}n4nt$ of Part i., Chapter 7 , and the article on Omphie 

MeOiod by Mr A. W. Plux in Mr Palgrave’e Dictionary qf PoUiioal 
Economy. Practical examples of tlie employment of this method wtU 
be found in Jevons^s Intrcfigatious in Ctnrtney and Finance, The use 
of diagranu for statiBiical purposes should be clearly distinguished from 
their employment in eoonomio theory as disensRedin a previous chapter. 
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more enaily compared than rohimna of figures; uml for- 
refipondences thus#be obBerved. and emjiirical laws 
suggested, that would otherwise have escaped att(‘ntion. 
This is especially true when there ore more than two 
series of phenomena whose mutual relations are made 
the subject of investigation. The mere saving ol' space 
may bo a matter of importance. Several distinct curves 
can bo placed in a single chart, and it thus becomes 
possible to gras]) at one arul the wuue moment a gr<*atei- 
multiplicity of detaiP. 

The use of curvo.s also renders ns less liable to b(‘ 
rlistmeted by umveinents of a partial or temporaiy 
eliaraeter. 1’here .are indot*tl cases, >is pointed out both 
by Whowcll and by Jevons, where diagrams to a certain 
extent supersede the taking of averages; fin- we may 
apprehend intuitively the general course of a curve, 
neglecting individual irregularities. A similar appre¬ 
hension wbuld gonorally speaking not be possible, or at 
any rate not e(jually reliable, were we limited to mere 
columns of figures^ 

^ Caro muat be taken to render it cany to follow the course of the 
different curre^i without risk of their bein^ confuned one with auother. 
They may \ie dii^tingnished by form ^ well as by colour. Thus cue 
curve may consist of an unbroken line, another of a broken line, 
another of a succession of dots, another of dots and dashes alter¬ 
nately, and BO on. 

s It should be added that whilst the graphic method of statistics 
the reasons al>ove stated—scientifically imporiaijt, certain 
precautions are neceesary in order to prevent the comparison of curves 
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§ 3. The fmicticms of stulisticH in ecovomio ew- 
jiuiriee .—Caimos lays it down •that “th^j relation of 
statistics to jwlitical economy is in no respect different 
from that in which they stand to other sciences ^hich 
have reached the dednetivc stage.”' But this summary 
(Usniisvsal of the question cannot bo accepted. In the 
first place, notwithstanding the im[X)rtiince of deduction 
in economics, the science cannot he regarded as having 
reached the deductive stage in the same definitive 
manner as those sciences with which an analogy is 
here suggested—for instance, physics and astronomy. 
Its prenifsses arc less determinate than theurs, and 
greater prominence lUH'ds to be assigned to empirical 
confirmation and critici.sm. In the second place, al¬ 
though statistics ought not to be identified with 
socij^logy, the (juantitative observation of aggrt'gates is 
certainly of far greater relative importance in the social 
sciences than it is in the great majority of the physical 
sciences. In the latter—for instance, in optics or in 
electricity—so far as conclusions rest on an inductive 

from proving deceptive. This is especiftlij the cftse when we represent 
b; enryes the progress of phenomena, with a view to comparing 
ilieir pioportioual rates of pn^reas. Piofebsor Marahalt indicates 
the nature of tho needful preenntioDs in the paper referred to in the 
note ozi p. 840. 

^ Loifical Method q/* PoUtiral Ecwiomy^ p. 66* While the above 
is Kiy^u as summing up Cairnes's view of the relation between statU- 
Uos and ^itioal economji some of his incidental remarks os the 
snbi^et Mitn In indicate a less extreme positios. 
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basis, it is usually a basis of ux])onmeDt. Individual 

cases can be treated a% typical; and where a repetition 

of trials is necessaiy, it is only in order to guard 

against error. The statistical method is important in 
♦ 

special instances, e.g., in meteorology, but genoi-ally 
speaking it occupies a subordinate position. In the 
social sciences, on the other hand, there is little room 
for experiment, while statistics play a part for which 
no substitute can be found. Political economy, in par¬ 
ticular—being concerned pre-eminently with quantities, 
and with groups as distinguished h-om individuals— 
has a special tendency to become on its inductive side 
statistical, just as on its deductive side it tends to 
become mathematical. 

To begin with, statistics are of paramount import¬ 
ance in economic enquiries in respect of their merely 
descriptive functions. For example, statistics of pro¬ 
duction and of wages and prices are essential elements 
in any complete description of tho social condition of a 
community; statistics of exports and imports in the de¬ 
scription of its foreign trade and intercourse with other 
nations; statistics of taxation and of national indebted¬ 
ness in the description of its financial condition. This 
point is, however, so obvious that we need not dwell 
upon it, but may pass on to consider further uses of 
statistics in economic enquiries. * 

The functions of statistics in economic theory are, 
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first, to suggest empirical laws, which may or may Lot 
be capable of subsequent deduqjtive explanation; and 
secondly, to supplement deductive reasoning by check¬ 
ing its results, and submitting thorn to the test of 
experience. Statistics play a still more important 
part in the applications of economic science to the 
elucidation and interpretation of particular concrete 
phenomena. 

We have seen that there are certain departments 
4)f economics in which'we are compelled l() content our¬ 
selves with empirical laws. In such cases we are usually 
concerned with aggregates, and can make little or 
nothing of individual phenomtma taken by thenuselves. 
Our main reliance must, therefore, be placed ujwn sta¬ 
tistics, which may be cither historical or contemporary. 
An j^lustration is once more aiforded by the Malthusian 
doctrine of population. Multhus himself made elaborate 
statistical enquiries concerning the proportion of yearly 
marriages to popiihitiou; the fruitfulness of marriages 
in diflFdhjnt countries; the effects of epidemics cfn births, 
deaths, and taairiages; and so forth. H.e hence inforred 
that in favourable circumstances population tends to 
double itself in twenty-five years; and on a similar 
basis he estimated the effects of the various checks to 
population operating in the less civilised parts of the 
wofld, and in past times, as well as in the different 
States of modem Europe. 
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In this connexion it is once more necessary ti) point 
out the characteristic yeakncss of empirical generoliza- 
tions. They may be true of a given state of society, 
but with the changes inci<l(‘nt to the progress of time 
may become false. It is necessary, therefore, to keep 
as it were a watch upon them, and from time to 
time bring up t<i date the statistics upon which they 
are based. It is no exaggeration to say, as Sir Robert 
fiiffen has said, that Malthus’s statistical enquiries 
remain fis valuable as ever. At the same lime, further 
experience gaintal during the prewmt centmy suggests 
cm-tain qualifications in the statement of the Malthusian 
doctrine, and in some degrea* inodifi(>s the practical con¬ 
clusions drawn from it. 

Empirical laws noc<l not, however, always nanain 
such. Statistical investigations may suggest Jaws 
which can subsequently be established on a more or 
loss satisfactory deductive basis. In other words, the 
observed uniformities may be referred to causes which 
arc adeqtiatc to account for them, and which are'shewn 
to be in opemtion. Thus the tendency of financial 
crises to recur at periodical intervals was not first 
worked out theoretically; it was disclosed by statistical 
observations, and theories to account' for the cyclical 
' movement were afterwards propounded. Another 
simple illustration is to be found in the autumnal 
drain on the Money Market. 
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Besides affording absolute additions to econotnic 
knowledge, statistics are of grtat value in enabling 
the deductive economist on the one hand to test and 
where necessary modify his premisses, and on the other 
hand to check and verify his conclusions. By means 
of statistics, also, he may sometimes roughly measure 
the force exerted by disturbing agencies. 

Thus, Mr Bagehot appeals to statistics to test the 
legitimacy of the postulate that in modem industrial 
ctimmunities there tends to be a movement of labour 
fix>m the worse paid to the better paid localities. He 
holds that patent statistical facts shew what may be 
called “the tides” of the people, the set of labour 
being steadily and rapidly from the counties where 
there is only agriculture and little to be made of new 
labour, towards those where -there arc many employ¬ 
ments and where much is to be made of it^ Statistics 
may, again, be called in to determine how far in a 
given state of society, this tendency does actually 
result in an equality of wages, or how far there are 
other strong forces in operation which succeed in more 
or less counteracting it. 

Another illustration is afforded by the functions of 
statistics in the* ctmtroversy between free traders and 
protectionists. Statistics cannot by themselves decide 
this controversy, but they are of assistance in supple- 

1 Hconomic Studiei^ p. S3. 
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menting more abstnict mwoning. The free trader, 
whilst bsising his conclusions mainly on a deiluctive 
process, is bound to deal with all available statistics, 
shewing in what resiHJcts they bear out his theory, 
and in what ways any apparent inconsistencies may 
be accounted for*. 

Attention may esj)ecially be called to the part 
capable of being played by statistics in the solution 
of problems that are left theoretically indeterminate. 
Let us assume, for example, that, so far as theoretical 
considerations are concerned, it is left an open question 
whether temporary protection is desirable in onler to 
establish in a country a new industry; that is to say, 
theory shows that such protection may under certain 
conditions be advantageous, but that it is not necessarily 
so. Statistics relating to protected industries in now 
countries may help us in dfialing with this question 
generally, by showing how far the conditions telling in 
favour of protection have as « matter of fact been 


' Compare Lord Fairer, Free Trade ver*ia Fair Trade, and Sir R. 
Giflen od the Use of Import and Export StatUtivs {Essays in FttKiwe, 
Second Series).* Sir Bobert Giffen remarks^ ''though they 

cannot logically prove the afiirniative ia the direct issue between 
trade and protection, from the difficulty of findiug exactly 
parallel cases and eliminating other caoses, may be used to prove 
negatively that there is nothing in the apparent facts to help the 
protection(p. 223). In other of Sir R. (Hffon's cenays there 
are excellent instancee of the mutual bearing on one another of 
statistioa and deductive-reasoning. 
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frequently realised, and in jmrticular how far the pro¬ 
tection has justified itself by its^ continuance being 
rendered after a certain stage unnecessary. Statistics 
may also help us specifically if we are considering the 
problem in relation to some particular case in which 
the adoption of a policy of temporary protection is 
Pontemplatt'd‘. There are many other cases in various 
departments of economics in which theory takes u.s up 
to a certain point, but in which the theoretical discus- 
sion noeds to be supploiiiontefl by statistics if wo an* 
tc) reach a detenninab' conclusion. 

If •from considering how g(*noral theorems arc to 
bo established and tosted we jmvhs on to onejuire Jiow 
particular concrete problems arc to Ik.* solved, we find 
that the aid to be deriviKl from statistics is relatively 
oven greater. There are many important problems 
of fact—especially where a comparison is instituted 
between diffei-ent times or places, though not in this 
case alone—which are ftatistical in their very nature: 
for example, the enquiry whether during the last 
thirty years there has or has not been an appre¬ 
ciation in the value of gold; the comparison between 
the position of the labouring classes now fifty 
years ago; the analysis mid explanation of the recent 
depression of trade; the investigation of the relative 

' Compare an article by Sir B. Giffeo on I*roteetioH for Umufae- 
Nev C'onHtriri [Etouonie Jonmal, March 1S98, page 8). 
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pressure of taxation, under existing conditions, upon 
different classes of t^e community. A sound know¬ 
ledge of theory is requisite for a satisfactory treatment 
of problems of this kind. Thcoiy guides us in our 
selection of statistics, and teaches us how to turn them 
to the best account. But the data for the solution of 
the problems must necessarily be numerical. 

In the majority (vf cases, moreover, aggregate regu¬ 
larity has to be evolved out of individual irregularity, 
and hence a special reason why wo must deal with 
phenomena in the mass, and not individually. Thus— 
again taking as our examples the enquiries above re¬ 
ferred to—if wo compare prices now with prices five 
and twenty years ago, some will be found to have fallen, 

s 

some to have risen; similarly if we compare wages now 
with -wages fifty years ago; even in a year of depression 
some trades are found to be flourishing; the pressure 
of taxation varies in the case of different individuals 
in the same class. Averages must, therefore, be taken*; 
and it is clear that. the essential conditions for the 
right solution of the problems are reliable statistics, 
and ability to use the statistics in a sound manner. 

Th^i^ght use of statistics is, indeed, far from being 

Th€ importaoce of the taking of averages in statistical investiga- 
tionB cannot be exaggerated. This is so fallj realised by some writers 
that one of the definitions proposed for statistics is tiie " science of 
averi^s.” 
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a simple matter. Statistics, it is often said, can be 
made to prove anything. And^f they are used with¬ 
out special knowledge, or grouped simply with the 
object of establishing a foregone conclusion, the charge 
IS well founded. As against ignorant or prejudiced 
statisticians, or against the casual employment of a 
few figures picked up at random and rcganlless of 
what may be culled their context, it is not difficult 
to defend the j)aradox that there is nothing more 
misleading than facts—except figures. For reasoning 
from statistics, in a<ldition to the dangers which it has 
in common with all empirical reaboning, is subject to 
difficulties and daiigJTs peculiar to itself^. If. however, 
the limit>itions of statistics are dourly recognised, if 
they are accurately collected over an adequate range, 
if they are employed withimt prejudice and after full 
enquiry into their true significance, and if they arc 
fairly and projierly groa|K‘d, then their value is unique, 
and the statistical method cosily makes good its claim 
to rank as a thoroughly effective and reliable instru¬ 
ment of science. 

« 

^ The nature of iiioso diffioultiee and dangers is briefly indicated 
in the note following thU chapter. 



NOTE TO CHAPTER X. 

« 

On some of the Precautions requisite in the 
Use of Statistics in Economic Reasonings. 

§ 1. Conditione qf the reliahility of $tati$tiail dnta .— 
If arguments based on statiatics are to be of any value, 
particular attention must be paid to the following points: 
(a) the sources from which the statistics are obtained, 
with special reference to Ihoir reliability; (fc) their true 
meaning and significance; (c) their contpleteness or incom¬ 
pleteness as covering the whole range of the phenomena to 
which they relate; (d) the manner of their grouping, with 
special reference to the taking of averages. Eocli of these 
points may be briefly considered in turn'. 

The initial difficulty in the*use of statistics is the 
possible inaccuracy of the original data. Statistics may be 
obtained and published officially, or they may be collected 
through private channels. Under the former of these con¬ 
ditions, the accuracy of the figures is sometimes practically 

^ In what follows 1 am specially indebted to Sir B. OiSen’s EMay$ 
in Finance, First and Second Series •, to papers on Statistics by Pro* 
feasor B. Mayo*Smith in the PoUtwal Science Quarterly, the Quarterfy 
Journal of Econoniia, and the Publieationi of the American Economic 
Auoc%ation\ and to varioos papers in iho Journaled the SlatUtieal 
Society. 
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unquostionable; as, for example, in the* case of railway 
traffic receipts. But this is by means the universal 
rule, even when official statistics are forthcoming. Thus 
up to 1851 the values of imports into this country were 
calculated at the prices of the end of the seventeenth 
century. From 1854 to 1870 they were officially computed 
acix|rding to the best information obtainabla At the 
present time both iniporte and exports are tu this country 
valued according to the declarations of the importers and 
exporters. The returns arc of course checked bjr the officers 
compiling the statistics; but still their accuracy depends to 
a considerable extent upon the good faith and carefulness 
of the consiguees and exporting agents, who it is said are 
often insufficiently iiistn^ted by their principals. Tlio 
chance of error is greater in some cases than in others. For 
example, when goods ar^seut ii\to the country to be sold 
on commission, there is no available invoice of the same 
definite character os when they are sent tu order. Again, 
the check exercised by the customs’ officers is likely to be 
more effective in the cose of goods that are subject to a 
duty than in the case of those that are non-dutiable. 

The uncertainty attatbing to the accuracy of statistics 
is still greater when they are collected through private 
channels. Wages statistics may be taken as a special 
example. If they are obtained by the simple process 'll 
writing to some individual in each district under investiga¬ 
tion, and asking him to give the best information in his 
power, they can hardly be of much practical value, unless 
th? sources of the informant’s own knowledge are fully set 
forth ^d are themselves capable of bei^g tested. Both 
employers and wprkmen are in danger of being more or 
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lesH uncoDHciouMly biaeiAed by ohwH prejucUco or by rounidur- 
ation of the uses to whigh the information they affonl may 
be put. Probably the best sources of information are 
the actual lodgers and pay-rolls of large establishments if 
recourse can bo had to them, or records kept by trade 
societies primarily with a view to the enligliteinnent of their 
own members. When two or more sources of information 
are available, they will serve mutually to check one another. 

It is of importance that access should bo had to tlie 
ultimate data themselves, and not merely to calculations 
liasecl upon thorn. For instance, knowledge of the actual 
wages paid to individuals, and the number of men em¬ 
ployed et each rate, U (»f much greater value to tlio 
statistician than ready-made averages pi*ovidod either by 
employors or workmen. This of course applies not only to 
wag^-statifitics, but to all statistical 

Where the statistics are obtained by the issue of blank 
forms of enquiry to he 6Iled in by a large number of in¬ 
dividuals, as in the case of i^onsus returns, the way in 
which the forms are drawn up may have a material effect 
on the accuracy of the answers. From this point of view 
the enquiries should be os simple ak possible, and should 
accompanied by clear instructionH, so as to minimise the 
chance of unintentional or perverse mistakes on the part of 

those who have to answer them*. They should also lie 

) 

^ The chance of each misUkes is greater than would be iiuagiued 
a priori. Thus, in the Ornfral JUport on the Cemui of lb91, it is 
stated that the enquiry as to whether individuals were employers, 
employed, or working on their own aoooont, was answerod bo impor* 
feetly and often in so oontradietory a way aa to make the relurns on 
thia point quite untrustworthy. 
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framed in such a way as not to appear inquisitorial, and so 

as not to raise the idea that the information asked for n^ay 

be used to the advantage or the detriment of the person 

making the return. Unless these conditions are satisfied, 

the answers may be intentionally erroneous or incomplete. 

Tt should be added that the answers to enquiries circulated 

in this way have to i>e tabulated and arranged before they 

properly constitute statistics, and that their value will very 

% 

much depend on the method of tabulation adopted'. 

A distinction may be drawn between the absolufe 
accuracy of statistical data, and their reUuitie accuracy. 
Tn some cases, while absolute accuracy may be unattain¬ 
able, it may' nevertheless be possible to ins^itule quite 
reliable comparisons •, unds it is in the comparisuns they 
enable us to make, not in the figures considered absolutely, 
that the value of statiftics generally consists. In such 
cases relative accuracy is essential; the statistics should 
be collected on* the same method, and in similar circum¬ 
stances. If these conditions are fulfilled, error within 
certain limits need not be seriously misleading; for, in 
accordance with the doctrine of clionces, it may bo a 
legitimate assumption that the error will exert approxi¬ 
mately the same proportional influence on each side of the 

i 

comparison. 

It follows that in comparing statistics of any kind for 
consecutive years, what is specially important is that no 
change shall have been made in the mode or circumstances 
of their collection or estimation”. For example, in com- 

* For detailed iUostmtions of metboda of ooUeetlng and tabulating 
statistitM, oonpare fiovtey, RUnmtt of 8tatUtle», pp. 38 to 106. 

■ Referenoe has been already made to the change in the mode of 
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paring income tax roturiis at diflferent periods, it iiuij be 
neoessary to make aliow^nco for improvements in the means 
adopted tor preventing false returns. It should also be 
remembered that in consequence of changes in the rate of 
the tax, inducements to falsify statemet^ts of income may 
be increased or diminished. 

In the case of official statistics, it is most desirable that 
on the occurrence of any change in methods of collection, 
the old method should for a few years be carried on along¬ 
side of the new. It can then be approximately calculated 
what allowance must lie made for the change in compari¬ 
sons involving periods before and after it. 

A sirui^r difficulty frequently arises when statistics of 
different nations are compared. There is, for instance, 
the greatest variety in the meth^s by which the values 
of exports and imports are calculated in different countries. 
It has already been mentioned that in England the practice 
is for values to be declared by exporters* and importerh. 
In most foreign countries, however, values are computed 
according to tables of prices officially drawn up\ With a 

estimating the values o( imports into this oountry that occurred in 
1864, and striking instances could be quoted of errors due to ignoranoa 
or forgetfuloesB of this change. 

^ Again, ‘*as regards the basis of valuation most European 
oonntries adopt the practice of valuing imports as they lie in the 
PQft of arrival, mcluding oust of freight; and exports at thoir 
value at the port of export, exeloding cost of freight. Tbe 
United States, however, presents an exception to this practice as 
regards imports, which are valued according to the invoice values 
declared by the importers at the port of shipment, i,e.i excluding the 
eost of A^bt.'* Further difficulties are eansed by the divergent 
methods of classifying artloUs of import and export which are 
adopted hy different oounMos. See a paper on the ComparaUllHff 

23—2 
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view to internatioual coniparisuus, statUticiaas are exerting 
all the influence tliey can command in the direction ^of 
bringing about uniformity in methods of collecting statistics 
in dilTerent places. 

Where complete accuracy is unattainable, it is im¬ 
portant to be able to calculate the limits of the possible 
inaccuracy. If we know the exact conditions under which 
the data were collected, and the precautions taken to ensure 
correctness, then to calculate such limits may bo within 
our power, and due allowance for error can be made. It 
may be added that if, when statistics arc being collected, 
the use that is to be made of them is known and borne in 
mind, then—although it may be necessary to^muke some, 
allowance for the possible ^ects of bias—they are more 
likely to be valuoblo for their purpose. 

§ 2. The interpretation of simple statistics .—Apart from 
any inaccuracy in the actual figures, there is a constant 
danger of reading into statistics what—when properly 
interpreted and analysed—they cannot be shewn to imply. 
For in the phenomena to which they relate there may be 
differences, of which the mere figures token by themselves 
yield no indication. A few simple illustrations may be 
given of the kinds of error likely to result, if heterogeneous 
and incommensurable quantities are treated as though they 
were homogeneous jmd commensurable. 

In the comparison of price-lists, and in many other 

enquiries, constant guard most be kept against overlooking 

differences in quality. This applies even to raw materials. 

The quality of corn, for example, as well as the yield of the 

lf . Tni4 StatitHes of Varunu Cotintries by Mr A. E. Bateman in the 
i'lMilHfticai Journal tor June 1894. 
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harvest, varies witli the season; so that the Gaaotte average 
of wheat may itself be ^misleading. The fact of variation 
in the quality of raw materials is clearly recognised by 
Professor Rogers in his Iliatory of Agriculture and Prices, 
He purposely omits all notice of inferior grain, and in 
calculating the average price of cattle neglects such quota¬ 
tions as evidently relate to aninuds much below tiio average 
quality. Similar omisHions arc made in tlie cose of wool; 
and it is pointed out that in this case the difficulty is 
increased by the fact that even among the various kinds 
of best wool, there is so large a diflerence in value as to 
suggest a difierence of breeds in different districts. It is 
clear that under such conditions os these, the most car<;f(il 
judgment in the selection and manipulation of ligures is 
essential. The task of conipanDg prices, simple as it nmy 
at first sight appear, is found to be one that needs for its 
adequate performance, not only ft'eedotn from bias, but also 
wide experience, and sagacity of a hig^ order ^ 

^ roganls agricnlturai prodnetioo, tbo initial difficulty of all 
the statistics Is the difierent value of the units which go by the same 
name. The wheat, oats, and barley of one couniiy, though called by 
the same names, are not the same as the wheat, oats, and barl^ of 
another country. There are the very greatest differences in quality, 
^ any price list of liondon or other market, where grain from every 
part of the world is sold, would shew. Tet nothing is so common as 
comparisons of the world's production of wheat, for instance, in 
which this difference of quality is iguored, and fine reasonings are 
indulged in where this difference of quality might seriously affect the 
resnit. What is true of grain U as true, if not naore true, of live 
itock« There are sheep and sheep, cattle and cattle, horses and 
horses; in truth the agricultural live stock of miy two countries, 
instead of being suMeptible of ready comparison, can hardly be 
eompared directly at all. The point is notoriously of great importance 
in historical investigations. In comparing England of the present 
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When we pasq from raw materials'' to maunfactared 
goods, the difficulty is enormously increased. There is 
room for wide divergence in quality, when only one kind 
of material enters into the oumposition of the commodity 
in question; and when materials are mixed, the proportion 
of the more valuable to the less valuable may in some cases 
vary almost indefinitely. Tho same names may even in 
oourse of time come to denote things' that are practicidly 
different in kind. 

One or two instances may help to illtfstrate the point 
under discussion. It might have been anticipated that 
during the extraordinary inflation in the price of tin in the 
early part of 1888, the exports of tin-plates would decrease. 
As a matter of fact, however, they shewed a slight increase; 
and the explanation of the apparent anomaly seems ^ bo 
that a large proportion of the goods classed as tin-plates in 
the Board of Tratle returns have little or no tin in their 
oomposition. Duri^ tho period when the price of tin was 
so high, the shipment of these thin iron plates largely 
predominated ovf[r those more thickly coated with tin'. 

Another example is afforded by an instance in which 

% 

day with the England of previona centuries the di&erenoe of ^6 
average weight and qualities of the live stock oallod by tho same 
names has always to be considered. In nothing in recent yeare, 

1 understand, have some continental countries such as Franoe made 
more remarkable improvement than in the quality of their live slook, 
so that with no increase iu nmnfaers, or little inorease, there has 
been an enormoas advauee in real production. The point is of equ^ 
importanoe in international compariBons'* (OiSea on ItUemafiimal 
StnfUtical CoinparUons is the Mcottomic Journal for June 1893, 
p, 385). Many other valuable UlnstratiosB of points mentioned in 
tlM tastwrill be found in this article. 

' ^ See the 80 June 1888, p. 828. 
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the value given for a vunyigninoat of shirtings to Now 
Zealand was oballenged as being so low as to bo ubvioualjr 
isoorrect. Invoices wire accordingly produced, and they 
proved both that the figures were rightly quoted, and that 
the goods were really described os shirtings. Further 
enquiry, however, brought out tho fiwt that their object 
was to serve as shrouds for the carcases of sheep sent to 
Europe in refr^rating chambers. It need iiordly be added 
that for this purpose an article much inferior in quality and 
‘price to those ordinarily classed os sliirtings was required'. 

In some cases the differences in quality arc now in one 
direction, now in tho other, so that over any fairly large 
area they practically cancel one another. Krmr may then 
bo avoided by simply taking avorages. But no such re¬ 
source k available where tho changes tend to be all in one 
direction, as in the improvement in tho quality of some 
manufactured goods, and in house Acconunodation. In 
certain cases, as already indicated, there is a progressive 
clmnge of quality even in raw lua^rials. "An ox or a 
sheep,” Professor Marshall remarks, “^weighs now more 
than twice as much as it used to; of that weight a larger 
percentage is meat, of the meat a larger percentage is 
prime meat, and of all the meat a larger ]>ercontage is solid 
food, and a smaller percentt^fe is water.”* 

An instance of a somewhat different kind may be 
added, in which more price-lists are likely to mislead those 
who have not special knowledge of the trades in which 
the lists are used. Where the price of the raw material is 
sulyect to considerable fluctuations, it is not unusual for 

» Britiih Ai$ 0 ciation lifyort for 1886, p. 870. 

C<ynten>porary Revirw, Uareh 1887, p- 376. 
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the nominal wholesale price of finished goods to remain 
unchanged —that is to say, there is no alteration in the 
published price-lists—while there is, nevertheless, au actual 
alteration in prices through a modification of discounts and 
in other ways. Fur reasons of this kind, price-lists 'may 
sometimes l)o even worse than useless, unless supplemented 

additional information. 

Anotlioi obvious caso in which care is necessary in 
the inU'rproiation of statistics need be touched upon only 
briefly. Whenever there arc changes in the prices of com¬ 
modities, it is clear that values, say of exports or impurli^ 
afibrd no adequate measure of amounts. For instance, 
in 1872 wo exported iron and steel to the value of 
£35,'J96,1C7, and cotton yam to the value of £10,607,426; 
while in 1882 the figures had fallen to X31,508,3Q6, and 
£12,864,711. The amounts were, however, only 3,382,762 
tons and 212,327,072 lbs. in the former year; wliile they 
were 4,363,352 tons and. 238,254,700 lbs. in the latter. 
Here then is a further reason why all statistics involving 
prices need to be interpi-eted with caution. It is now 
generally recognised that between distant periods any bare 
comparison of prices is worthless; we are practically more 
in danger of being led astray in tlie comparison of statistics 
over a long aeries of consecutive years. 

Passing to statistic-s of w^es, it is to be observed that 
the figures theuiselves usually give nothing more than 
nominal time wages, and hence aiFord a very uncertain 
criterion both of real wages and of task wages. Other 
variables are involved in the determination of both of 
theaB, and sapplomimtary statistics are therefore required 
if a comparison is to l)e made either of tho well-being of 
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the working clashes, or of the co^t of labour, at different 
periods or in different ^localities. Account must, for in¬ 
stance, be taken, not only of variations in the prices of those 
commodities upon which wages arc habitually spf)nt, but 
also of variations in their quality, thus again introrlucing 
the difficulties to which reference lias alre^idy been in^uic. 
We need not dwell upon the importance of also taking 
into consideration variations in hours of lal>our, intensity c^f 
labour, continuity of employment, and so on. The necessity 
of having regard to such points as those shows, h<iwever, 
the difficulty attending arguments from wage-statistics to 
the condition and progress of the working classes. Any 
argument bearing upon tins problem should if possible be 
cumulative, the same result l^eing.obtained from different 
points of view and from quite independeiik figures 

In other questions relating to wages it may be necessary 
to take account of the quality of the work done; and the 
neglect of this consideration may (Hjually vitiate an argu¬ 
ment from statistics. Professor CHffe Leslie, in seeking to 
controvert the doctrine that wages tend to an equality, 
Remarks that Dorsetehire, Somersetshire, and Devonshire 
labourers have for the last fifty years been earning less 
than half what the same men might have earned in 
Northumberland.” Granting, however, that, during the 
period referred to, agricultural wages in Northiniberland 
were twice those of the south-westeTn counties, it does 
not follow that the same men, who earned ten shillings 
week in Devonshire, would have been able to earn 
twenty shillings if they had migtated to the north; for 
the very fact that the nortliem labourei-s had for two 
or tht^ generations been eanung higher wages would be 
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likely to make them more efficient workers and more 
valuable to their employers. 

A further difficulty arises froln the fact tliab in the 
course of time the character of the work itself may ciiange; 
so that men who are called by the same name arft not 
necessarily doing the same work. For instance, the rates 
of pay of postmen in, India havo increased considerably 
in recent years. The work required of thorn is, however, 
found to be of a ditferent character, involving greater 
responsibility, and demanding a better education and a 
higher degree of intelligeuce. In 1665 they had 
deliver letters, and many of t^tem could not even read their 
own vernacular. Kow they have to pay money orders, and 
some of them are oxpe 9 ted to read English os well as the 
vernacular language of the district'. 

From what has been said in this and the preceding 
suction it follows that if a collection of statistics is to be 
of scientific value, it should not be a mere list of figures. 
Tho method of collection and the principle of compilation 
should be carefully explained; and, if possible, notes should 
be added touching on any peculiar influences that haw 
affected the pUenomena themselves, or the accuracy of the 
returns, during the period over which tho statistics extend. 
Hiere should in particular be evidence that any apparent 
anomaliei^ have been made the subject of special investi¬ 
gation, so as to exclude the posiibiUty of their being 
simply due to error of some kind. Ilie more experienced 
the statistician, the more scepticism he shews labout aU 
statistics which have not been compiled in accordance with 
tiM a^ve conditions. 

* Se« Barbour, Th^ry of p. 1S5. 
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I 3. The range of statiatice. —Ai^other danger to be 
guarded against in the use of statistics is that of basing 
conclusions upon an in&mplete survey. It need hardly be 
said that if we are seeking etupiricaljy to determine the 
effects of any cause, either our facts and figures should be 
gathered from the whole area or period over which the 
operation of that cause is felt, or we should at least have 
adequate grounds for believing that those statistics to 
which we confine our attention are typical and ropre- 

4 

sentative. A similar precaution lb necessary when by the 
i|id ot statisticH we investigate t!ie course or progress of 
economic phenomena. 

From this point of view it is necessary again to refer 
to the importance of considering tho manner in wliich 
statistics are collected. The imlividual statistics may be 
perfectly coirect, but they may l>e unrepresentative. It 
for instance, unsatisfactory to obtain statistics of Vages by 
means of circular letters forwarded U> workmen with the 
request that they will fill in various details. Only a few 
selid answers, and these are likely to be th6 hotter off and 
^the more intelligent. There is, therefore, no guarantee that 
the statistics so obtained are really typical. . 

Another point to notice in connexion with wage-statistica 


is that in comparing wages in different occupations and at 
different times, average yearly earnings constitu|ie the only 
satisfactory unit. The r^;ularity of 'employment varies 
enormously in different trades and at different periods; 
and a mere record of the daily or weekly wages earned 
by ^ose who succeed in getting work may, therefore, be 
misleading, in so far as it gives no indication of the Extent 
to which workmen are liable to bo temporarily unemployed. 



364 


TJIE RANGE OF STATISTICS. [UHAP. X. 


Professor Thorold Rogers's view fchat the fifteenth century 
and the first quarter of the sixteenth may be regarded as 
“the golden ago of the English labourer” has from this 
standpoint been criticized by Dr Cunningham and otiiers, 
on the ground that it rests not only upon the fntorpretation 
of prices, but also upon the assumption that the labourer’s 
income is fa^'ly represented by three hundred times hJs 
daily wages. 

Turning to a different department of economic enquiry, 
it is unsatisfactory, in seeking to investigate the effects 
of gold discoveiies on prices, to attend only to statistics of 
prices in a few principal markets. Cliffo Leslie adduces 
evidence to shew that the gold discoveries of 1850 coincided 
with the opening up of liackwatd places tlirougii improve¬ 
ments in means of communication. This tended to bring 
alwut—what there had not previously been—a level ‘of 
prices between the hitherto backward places and the great 
centres of commerce and industry; and the new gold 
enabled the process to be carried out by a levelling-up 
instead of a leVelling-down, t.s., it was made possible fur 
prices to be raised iu the former localities without their 
being at the same time lowered in the latter. It was, 
accordingly, iii backward places—for example, on the new 
lines of railway in the inland parts of Ireland and Scotland, 
and similarly in many countries of Europe—tliat the effect 
of the gold discoveries in raising prices was most apparent; 
it could not be properly estimated by merely oonsidorijig 
prices in great towns such as London and Paris'. 

Considerations of a somewhat similar kind are pertinent 


T£i»fiy$ (It I’olitieal and Moral I'hUomtphy, 18S8, pp. 26'J, ff. 
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in rolatdou to tiie effects of diminisbed gold supplies. Pt* 0 ’ 
fessor Nicholson Holds that a falling off in the supplies 
of gold is likely to exert its primary influence in countries 
on the margin of the commercial world, in which credit is 
comparatively little developed; and that wc cannot, there¬ 
fore, properly investigate the operation of the diminished 
production of bullion by simply attending to statistics of 
gold reserves, and movements of the precious metals, in 
the great centi-es of commerce. 

§ 4. T)\a grouping of -While our statistics 

must not be partial, we must also sock to fulfil the more 
difficult requirement of so grouping or ^‘weighting’’ them, 
as to bring out correctly their relative importance. In 
studying the course of prices, for instance, while careful 
not to overlook any markets occupying a unique position 
or affected by peculiar^ influences, we mast also be careful 
not to assign the same relative weight to small as to large 
markets. 

A simple example will serve to indicate what is here 
meant. Suppose tliat on two successive days the price of 
corn in any market is thirty-two shillings and thirty-six 
shillings a quarter; then a bare consideration of these 
figures gives thirty-four killings as tho average price for 
the two days. But suppose further that three times as 
much corn is bought and sold on the first day as on the 
second, then for m<Mt purposes it would be more correct to 


say that the average is thirty-three shillings. Speaking 
more generally, if amounts a, c are on different occasioDS 
sold at prices as, y, a? respectively, we weight our price re- 

• X + z 

turns accordingly, and take as our average not - , 
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but Whem data for the determination of 

A + 0 + e 

a,b,e are not available, it is usuahy impossible to ensure 
that our averages are not sometimes unduly enhanced, and 
sometimes unduly depressed, by reason of an exaggerated 
importance beiug assigned to small transactions of an 
exceptional 'character. In such a problem os that of 
measuring changes in the general purchasing power of 
money, the task uf assigning varying weights to our 
primary figures beuonios at the same time of increasing 
importance and increasing difficulty'. 

In taking the average of a series of averages thwe is 
a special risk of error, somewhat analogous to that just 
discussed. Thus, if there is a relative increase in the 
number of workers in mure highly paid occupations, the 
average wages of all labour may rise luuch faster than 
the average of representative wages in each trade, or may 
even rise while the latter is stationary or falling. To quote 
an illustration given by Professor Marshall,—“If there are 
500 men in grade A earning I2v. h week, 400 in grade B 
earning 25s., a(td 100 in grade C earning 40s., the avorogo 
wages of the 1000 men are 20s. If after a time 300 from 
grade A have passed on to grade and 300 from grade B 
to grade C, the wages in eacli grade romaining stationary, 
then the average wa^s of the whole thousand men will bo 
28s. And even if the rate of wages in each grade had 
meanwhile fallen 10 per cent., tho averi^^ wages of all 


1 seed for a “weighted ^desmumber" is, however, dimiD- 
isb«d.i( the Minber of oommodiiioi takei> u the b»»8 of the 
oaMrhiioti h mado vei 7 large indeed. 
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would still bo about 25«. 6d., that is, would liave risen 
uaore than 26 per cent.’^* 

The taking of averages is thus frequently complicated 
by the fact that an equal significance ought not to l>e 
attached to all the figures; and the difficulty of the problem 
is still further increased when some kind Of average less 
easy of calculation than the arithmetical is appropriate. 
In the ^jteat majority of economic investigations the arith¬ 
metical average is» indeed^ the most suitable as well as the 
simplest; but there are some exceptions. For instance, if 
population doubles itself in twenty-five years, it is obviously 

^ Prlnciplei c^f EeotUimies^yoh i.,3rd ediiiCD, p. 773 note. Bimilarly 
Sir Bobert Oiffen, in the article referred to in the note on p. 853, points 
out that 28 quite conoeivsblc that in one of two countries tbe 
earnings maj be higher than in the other in every single employment 
which can be enumerated and compared, and yet the avera^^ earnings 
of the average wage-earning man may be higher in the latter country 
than in the former, the reason being the different distribution of (he 
people acoordiog to earnings. ** The correotAess of the above statement 
18 shewn by a theoretical comparison as follows. Take first a com¬ 
munity of 1000 w^e-eamers distributed amongst en^loyments A, B, 
C*D, E, the annual wages in these employments Unng respectively 
£50, £60, £70, £H0, £90, and the numbers of men employed in them 
being respectively 500, 300, 100, 100, 100. Then talco another 
community also of 1000 wage-earners in which the corresponding 
wages are £40, £60, £60, £70, £80 and the ^umbers employed 100, 
100,100, 200, 600. The average wages per head will be found to be 
in the first case £91, and in the second case £69. a comparison 

of rates of wages merely aocording to the nature of the employmezlt, 
tile ws^es in the first community would obviously appear higher than ’ 
in tile seeond, and this would be strictly tme in a sense; but the 
iaferenoo would be untrue that the average earnings of the wage- 
earning elasses in the first community, ttriking a true average, would 
be.higfaei;,'’ 
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incorrect to nay t)iat the average annual increase Is four 
percent’. 

There are some cases in which io take an average at all 
may be misleading. If, for instance, we take an average 
of men’s wages and children’s wages, or of the earnings of 
professional men and manual labourers, or of house-rents 
in Whitechapel and in the neighbourhood of Hyde Park, 

we are averaging things that belong to different categories, 

% 

neither of which is really represented in the result. Even 
if such an average can be of ser^'ice for any special purpose^ 
it will become delusive when used in ignorance of the 
diverse nature of the data on which it is based*. 

If there is continuity in our data, so that—although the 
extremes are far removed from one another—we pass be^ 
tween them gradually and through all intermediate grades, 
then it is a different matter. But in any case the value of 
an average is enormously increased if at the same time the 
range of the variations on both sides is clearly stated. The 
truth is that an averfbge from its very nature lets drop a 
considerable amount of information. In itself it tells 
nothing as to ^he manner in which the data from which it 

^ On the different kinds of averages, aod on the subject of averages 
in general, see Venn, Logie of Chance, 1888, Chapters 18,19; also 
Bowley, Element of StatieHce, pp. 107, ft. 

^ It has been Batd,‘€.^*, by Mr Longe» (hat there is no snoh thing 
as an average or general rate of wages. In one sense this adarits of 
easy disproof, since we can take arithmetical mean of any series 
of quantities whatever. What is meant, however,' is that wages In 
Cerent ocoupatlons are unrated to one another and disparate, so 
that their average is a mere number and has no practical Bignifloation 
or importance • This view, altboogh it may be rejected, will serve to 
iltotrate the meaning of what is said above in the text. 
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is obtained are grouped. It may, tliereforo, advantageously 
be accoriipatdod by a aoppleiiientary at^itement on this point, 
giving not only tho extreme deviations from the average as 
above suggested, but also the average deviation ^ 

This leads to the remark tliat in treating of 1!actuations 
from an average, considerable importance attach^ to the 
particular range over which the average has been ealcu- 
lated. In dealing, for instance, witli the statistics of some 
phenouiei\on over a term of 3 'ear 8 , we may seek to establish 
a periodicity in the movements iowattls and away from the 
average i but tho average, if taken for successive periods of 
years, may itself be subject to progressive variations, and 
unless these are correctly calculated and due allowance 
made for them, our conclusions may be seriously vitiated. 
Thus what has been called the parof trade, that is, the 
level which indicates neither prosperity nor depression, is 
itself ever gradually shifting its positiod. The exports and 
imports of any given year, the railway traffic receipts, the 
production of iron and the like, must not l>e compared 
simply with the correspondiug statistics of some former 
period ; for they may all shew an inci'eaeo, and yet—because 
the normal level has itself risen in the interval—tlie later 
date may coincide with the lowest tide of depression, whilst 
the earlier coincided with the highest tide of prosperity 
On the other hand, if we are studying the secular move¬ 
ments, it is equally necessary to have analysed the periodic 
variations. Averages of terms of years have to be com- 

* Compare Venn, Logie of Chance, pp. 444, ff. 

3 If we merely compare a sngle year at one period with a sJdglG 
year at axmther, we are practioally committing the fallacy referred to 
in tho preceding eeciion, namely, of arguing from partial data. 

24 
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pared, and the periods over whicti these averages arc 
taken should he such as to eliminate as far us possible 
interfereiicCH caused by tlio peri<Klfc inuveinentB'. 

It is not intended to give here a systematic discussion 
of the technique of the statistical metliod; and enough has 
now l)eod said to indicaU' the nature of the dilUculties to 
which the treatment of stutisticH uiay give rise. The 
theory of statistics, which investigates in detail both the 
principles in accordance with which statistics should in the 
first instance be collected and arranged, and also the right 
methods of taking averages and dealing with fluctuations, 
is, 08 we have already pointed out, a department of applied 
logic or methodology. As such, it demands a distinctive 
treatment, though it seems hardly appropriate to speak of 
it as an independent science. 

^ Gompaie JevoDS, iMre«t((;n(ton« in Cnneney ani Fotaucc, 
pp. 34, ff. 
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